














Kmart Corporatio 


Financial Hi ghli ghts 


( Millions) 

1982 

1981 

Sales 

$16,772.2 

$16,527.0 

Net income 

$ 261.8 

$ 220.3 

Earnings per common and common equivalent share 

$2.06 

$1.75 

Cash dividends declared 

$ 124.3 

$ 118.9 

Per share 

$1.00 

$ .96 

Employee compensation and benefits 

$ 2,781.6 

$ 2,616.8 

Per sales dollar 

16.58% 

15.83% 

Depreciation and amortizadon—owned assets 

$ 157.4 

$ 140.7 

Per sales dollar 

.94% 

.85% 

Property additions—owned assets 

$ 306.4 

$ 361.4 

Kmart, Kresge and Jupiter stores 

2,370 

2,374 

Other retail units 

199 

181 


K MART CORPORATION is the 
second-largest general-merchandise 
retailer in sales volume. The company 
is principally engaged in the distribution 
of a wide range of merchandise 
through the operation of a chain of 
discount department stores (Kmart), 
variety stores (Kresge) and limited¬ 
line discount stores (Jupiter). As of 
January 26,1983, the company 
operated 2,117 Kmart units and 253 
Kresge and Jupiter stores in the United 
States, Canada and Puerto Rico. 

In addition to its wholly owned 
subsidiaries, which are part of the 
general-merchandise retailing 
operations, the company has several 
equity interests that operate in the 


United States and internationally. 
These equity interests include K mart’s 
footwear departments in the United 
States, operated by the Meldisco 
subsidiaries of Melville Corporation, 
and foreign equity interests or 
affiliations in Australia, Mexico and 
Japan. 

Additionally, Kmart Corporation 
has two wholly owned subsidiaries that 
operate in areas other than general- 
merchandise retail operations. Furrs 
Cafeterias, Inc., operates a chain of 88 
cafeterias in the southwestern United 
States, offering high-quality food at 
moderate prices. Kmart Insurance 
Services, Inc., underwrites and 
markets insurance. 


Contents 

Letter to Shareholders 2 

Kmart Development Breaks the Mold 4 
10-Year Financial Summary 12 

1982 Operations and Financial Review 14 

Reports by Management and 
Independent Accountants 26 

Financial Statements 27 

Notes to Financial Statements 31 

Directors, Officers and 


40 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 




Kmart Corporation 


To Our Shareholders: 


Net earnings from operations before 
provision for store closings reached an 
all-time peak of $187.0 million for the 
fourth quarter of1982, compared with 
$114.9 million for 1981, a 62.7% 
increase. This represents $1.45 per 
share for tire current fourth quarter, 
compared with $.90 per share for the 
comparable prior-year quarter. After a 
provision for store closings of $40.3 
million ($21.8 million net of tax), net 
reported fourth-quarter earnings for 
1982 totaled $165.2 million, or $1.28 
per share. 

Net earnings for the 52 weeks 
ended January 26,1983, prior to the 
provision for store closings of $44.5 
million ($24.0 million net of tax), were 
$285.8 million, an increase of 29.8% 
from the earnings level of $220.3 mil¬ 
lion recorded in 1981. Earnings per 
common and common equivalent 
share were $2.25 before the provision, 
compared with $1.75 last year. Net 
reported earnings for fiscal 1982 were 
$261.8 million, or $2.06 per share. 
Expenses related to store closings in 
the prior year were not significant. 

For the 13-week period ended Janu¬ 
ary 26,1983, consolidated sales were 
$5.14 billion, compared with $5.15 bil¬ 
lion for the prior-year quarter. For the 
full year 1982, sales were $16.77 billion, 
a 1.5% increase over the $16.53 billion 
reported for 1981, in which sales 
increased 16.4% over the previous year. 

During 1982, a total of 70 Kmart 
stores opened in the U.S. and Canada. 
Eight K marts and a total of 66 Kresge 
and Jupiter stores were closed during 
the year. The provision for store clos¬ 
ings includes the anticipated closing of 
an additional 17 Kmart stores in the 
U.S. during 1983. We expect to open 
approximately 75 new Kmart stores 
during the year. Additional details of 
the company’s performance appear in 
the financial review section of this 
report. 

Over the past three years, Kmart 
Corporation has carefully and deliber¬ 
ately implemented a strategy for 
growth and financial success in the 
decade of the 1980s. Our efforts have 
centered on the consumer of the 


1980s: the value-conscious, price- 
sensitive, quality-oriented shopper. 

This shopper has historically high lev¬ 
els of disposable personal income and 
accepts that the growth rate of this 
income will be moderate in the years 
ahead. At the same time, the demands 
on this income for shelter, energy, 
transportation and the purchase of 
durable and nondurable goods are 
changing. 

During the period of development 
and implementation of our strategy for 
the ’80s, we witnessed ten consecutive 
quarters in which earnings were below 
the corresponding period of the pre¬ 
vious year. These declines were largely 
a reflection of the overall weakness in 
the U.S. economy during the same 
period. Already we have seen positive 
signs from our new strategy-namely, 
the earnings improvements during the 
third quarter and particularly in the 
fourth quarter of 1982. The effects will 
be more apparent in the future with a 
more favorable economic environment. 

On March 1,1982, we celebrated the 
20th anniversary of the first Kmart 
store opened in the U.S. In many 
ways, this anniversary marked the end 
of the “old” Kmart and ushered in the 
“new” Kmart of the ’80s. 

Our ambitious strategy for growth 
in the 1980s is possible because of three 
key resources of Kmart Corporation, 
which are unequaied in the retail 
industry. The first resource is the 
depth and breadth of our operating 
management. The second resource is 
our reputation throughout the U.S. as 
the retailer with the best prices and 
values every day. And the third 
resource is our unmatched distribution 
of Kmart stores in the U.S., Canada 
and Puerto Rico, serving over 80% of 
the buying public. 

The first element of our four-part 
strategic plan is to refixture and refine 
the floor plans of our stores and 
departments to create a new, contempo¬ 
rary shopping environment. In 1982, we 
deferred temporarily an announced 
“complete refurbishing” program in 
order to quickly adopt new layouts and 
modem fixtures in every family 


apparel department of all U.S. Kmart 
stores. At the same time, we developed 
a number of new prototypes for con¬ 
temporary home improvement center 
departments, bed and bath shops, 
home computer departments and 
gourmet kitchen shops featuring 
broadened assortments and higher- 
quality merchandise lines. In 1983, 
we will progress rapidly to equip 
many more stores with these latest 
departments. 

The second element of our strategy 
is to instill in our associates a new 
merchandising philosophy-not just a 
new merchandising program or simply 
the addition of merchandise to assort¬ 
ments, but a fundamental recognition 
that the Kmart customer wants better- 
quality products at traditional Kmart 
prices. In every department in every 
store in our company, new products 
are arriving daily-products of the best 
quality that carry recognizable brand 
names. While it is difficult to single out 
specific products or departments for 
recognition, our new philosophy may 
be most evident in our apparel depart¬ 
ments. Particularly noteworthy in 
women’s ready-to-wear is the Jonathan 
Logan line of sport coordinates, a 
Kmart exclusive. The addition of 
many well-known designer-label and 
name-brand products, available at 
some of the best prices in the mar¬ 
ketplace, is also evident. 

The third element of our strategy 
for success in the ’80s is to lower the 
operating expenses necessary to gener¬ 
ate a dollar of sales for the corporation. 
Our approach to this critical issue was 
in three distinct parts. First, we decided 
to merchandise our entire family 
apparel operation on a centralized 
basis, using the proven cost-efficient 
distribution system of Kmart Apparel 
Corp. In 1982, the men’s and boys’ 
furnishings operations and our fash¬ 
ion accessories departments were suc¬ 
cessfully integrated into the Kmart 
Apparel system. In early 1984, we will 
complete this process when our 
infants’ wear departments also are 
converted into Kmart Apparel’s 
operation. 
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The second part of our expense- 
reducdon plan was to review com¬ 
pletely the organizadonal structure, 
systems and procedures traditionally 
used inside Kmart stores. Our goal was 
to help all employees to be more pro¬ 
ductive while making their jobs more 
rewarding and satisfying. 

The third part of this productivity 
program was to apply computer tech¬ 
nology to all possible phases of our 
operation-at store level, in the dis¬ 
tribution centers, in the regional 
offices and at International Headquar¬ 
ters. The strength of our commitment 
to computer technology is exemplified 
in the speed with which we imple¬ 
mented the Kmart Information 
Network. During 1981 and 1982, we 
installed the system in over 600 stores 
per year, completing the installation 
one year ahead of our January 1,1984 
target. Equally important was our deci¬ 
sion to implement Universal Product 
Code marking of merchandise and to 
move rapidly to install bar-code scan¬ 
ners to simplify ordering of hard-line 
merchandise. After testing the equip¬ 
ment in a few stores in 1981, we 
expanded the system to all K marts 
by the end of 1982. 

The fourth element of our new 
strategy concerns the redeployment of 
assets-in particular, the reallocation 
of space within Kmart stores to make 
room for exciting new merchandise 
offerings and to eliminate product cat¬ 
egories no longer in mass demand. 

We have not hesitated to close 
departments. The most significant 
effort in this area in 1982 was the 
closing of 361 automotive service 
departments in Kmart stores, pre¬ 
dominantly in smaller markets in more 
rural areas. This decision does not alter 
our conviction that the auto service 
department has a bright future; in fact, 
we are now in a better position to 
concentrate our efforts in metropolitan 
areas where our auto service business is 
most successful. 

Redeployment of assets has also 
resulted in the closing of some Kmart 
stores. Before each store-closing deci¬ 
sion, we thoroughly assess the long¬ 


term outlook for achieving sufficient 
market share to make the unit profit¬ 
able. Each store closing frees up more 
than one million dollars in capital to be 
used in other parts of our business. 
The 17 K marts to be closed in 1983 
constitute a larger number than we 
have closed in any past year and a 
larger number than we expect to close 
in any future year. We will, however, 
take decisive action if we feel our 
investments are not producing reason¬ 
able returns. 

In essence, our strategy for the ’80s 
is this: to provide contemporary, con¬ 
venient general-merchandise retail 
facilities offering the best and widest 
assortments in name-brand products 
of excellent quality, offered to the con¬ 
suming public at K mart’s well-known 
low prices, with friendly service. 

In combination, these four elements 
can affect the American consumer’s 
perception of which retail store offers 
the best value for the dollar. Over the 
past four years, as part of our ongoing 
consumer research program, we asked 
consumers. “In your opinion, which 
general-merchandise retail store con¬ 
sistently provides the best values for 
the money?” And over the past four 
years, the number of respondents who 
mentioned Kmart as that store has 
increased by over 40%. Not only is 
Kmart the general-merchandise store 
recognized as having the lowest prices 
overall, but it is the store that consis¬ 
tently provides the best values for the 
money. That reputation, coupled with 
the general expectation that “discount 
pricing” will continue to gain strength 
in the marketplace, leads us to con¬ 
clude optimistically that the revitalized 
Kmart of the ’80s now in place will 
command a substantial improvement 
in market share and profitability. 

Two events of 1982 are worthy of 
special note. On November 26,1982, 
Harry B. Cunningham, chairman and 
president of the S. S. Kresge Company 
during the developmental years of the 
Kmart program, retired from the 
Board of Directors. The contribution 
of this man, not only to our company 
but to the entire retail industry, is truly 


one of the most significant in Ameri¬ 
can retail history. His grasp of the 
needs of the consumer and his ability 
to develop ideas and strategies for bet¬ 
ter serving that consumer are 
unmatched. All of his many friends 
and associates wish him many years of 
healthy, happy retirement. 

On December 1,1982, a prototype 
retailing facility, Designer Depot, was 
opened by Kmart Corporation. This 
new family apparel store is stocked 
entirely with name-brand products at 
very competitive prices. Consumer 
response to our merchandise offering 
was exceptional, and planning for the 
development of additional units is now 
well under way. Current plans call for 
the opening of a minimum of 30 addi¬ 
tional Designer Depots in 1983 and a 
substantially greater number in 1984 
and beyond. 

A revitalized Kmart for the ’80s, 
development of Designer Depot, con¬ 
tinued expansion of other ventures 
started in the past five years and 
our resolve to seek additional retailing 
opportunities provide the basis for 
great optimism. A healthy and 
expanding U.S. economy ahead will 
certainly result in an improved 
environment for substantial gains in 
future sales and earnings. 

March 9,1983 


73 h: 


B. M. Fauber S. G. Leftvyich 

Chairman of the Board President 
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K mart Development Breaks the Mold 


Checking plans for 
The Village at Livermore 
are K mart executives 
Paul Wehmeier (acquisition), 
Lillian Zimokak (design), 
Richard Shoemaker (marketing) 
and Paul Goldsmith 
(construction support). 


“Minding the store’' is what matters 
most to any retailer. But success is also 
closely tied to finding the store. Proper 
location and timing are as basic in a 
healthy operation as good merchandise 
and efficient staff. 

To identify the right store size and 
site in the right community at the right 
time is a skill that K mart Corporation 
has mastered over years of rapid 
expansion. 

Today, K mart the retailer is fre¬ 
quently also K mart the developer. 
While most K mart properties were 
once built and managed by indepen¬ 
dent developers, K mart now often 
serves as landlord as well as tenant. 

Through the new K mart Develop¬ 
ment Division, real estate and construc¬ 
tion associates follow selected K mart 
shopping center projects from concept 
to opening day. K mart staff identifies 
sites; obtains proper zoning, civic 
approvals and financing; acquires 
property; selects contractors and over¬ 
sees construction; finds other tenants, 
and manages the properties after the 
centers open. 

This direct control represents a 
sharpening of K mart’s retail focus 
rather than a move to diversify’ into real 
estate. K mart sells and leases back 
K mart centers, retaining the other 
merchants as subtenants while keeping 
capital free for store operations. 

K mart’s first in-house development 
work was in the mid-1970s, when the 
company undertook an occasional proj¬ 
ect as a spot check on outside costs. 


Today, K mart’s seif-development 
activity is much more intense; 14 shop¬ 
ping centers and 29 K mart stores have 
now been developed internally. An addi¬ 
tional 21 centers are expected to open in 
the next year. 

Controlling Costs; Generating Profits 

The “whole-project” approach 
directly benefits K mart Corporation in 
several ways. 

A key consideration is K mart’s ability 
to monitor and adjust costs directly as 
planning and construction progress. 
And K mart can limit store openings to 
sites that offer the most immediate profit 
potential. 

Another advantage is that K mart’s 
construction design staff, which once 
largely checked the work of outside 
developers, can now use its talents 
instead to design stores that blend with 
individual communities. 

Moreover, K mart Development is 
equipped to tackle each new project as a 
unique challenge that taps the experi¬ 
ence of a seasoned real estate and 
construction staff. This inventive and 
flexible approach makes for more suc¬ 
cessful shopping centers. 

But one of the most tangible benefits 
is the impact of K. mart as developer 
and landlord on the company’s net 
income. Proceeds from property sales 
and rents from tenants in K mart- 
developed shopping centers represent 
income for K mart Corporation. 

In short, K mart’s growth as a devel¬ 
oper has transformed the real estate 


department from an overhead expense 
activity to a profit center. 

The Development Process 

K mart real estate associates comprise 
four specialty areas. Three—property 
acquisition, construction support and 
property marketing—focus on develop¬ 
ment, while the fourth group—property 
management—administers K mart 
shopping centers after they open. 

The development process begins with 
the acquisition staff, which consults with 
store operations executives to identify and 
secure prime store properties. Acquisition 
associates must know their turf thor¬ 
oughly—not only by demographics, but 
also by history, geography, culture and 
climate. 

Meanwhile, K mart marketing special¬ 
ists report on retail competition and the 
prospects for securing tenants. The mar¬ 
keting group also prepares rental rates 
based on the area. 

At the same time, the construction 
support group studies the physical aspects 
of building on the site. Criteria include 
size of property available, soil conditions, 
the status of utilities and zoning require¬ 
ments. Along with K. mart construction 
department staff, this group prepares the 
site plans, preliminary budgets and archi¬ 
tectural drawings. 

Once an internal development is 
approved, the building division of the 
K mart construction department solicits 
bids, awards contracts and acts as owner’s 
representative during construction. 


4 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 




















Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 

















At The Danielian, a small but varied collection of 
unusual trinkets invites discovery by Mission Bell 
Square shoppers. 


K mart Mingles with Affluence 

Mission Bell Square features a tradi¬ 
tional K mart tailored to a distinctive 
community. Located in a prosperous 
Tampa suburb, the center has a K mart 
as its anchor store. Other merchants 
include restaurants, an eight-screen 
movie theater and 25 shops and services 
offering fresh flowers, fine furniture, 
designer clothing and unusual gifts. 

Mission Bell Square blends the prac¬ 
tical with the lavish. But the combi¬ 
nation works, says K mart Manager 
Harley E. Lipphardt: 

“Our merchandise looks even better 
because we’re next to shops that seil 
merchandise in the thousands of dol¬ 
lars. My customers don’t hesitate to buy 
Seiko watches or gold jewelry from me.” 

Lipphardt says the mixture of 
K mart basics and unusual specialty 
items makes for convenient shopping. 
And, he thinks, merchants benefit from 
the traffic created by each other. 

Financial results from Mission Bell 
Square have been equally favorable. 
Property sales have totaled more than 
$1.2 million, and annual rents from 
co-tenants now approximate $800,000. 



Imported ice cream, a meal or a sandwich in Penrod’s Restaurant and a selection from eight first- 
movies are several of the diversions that encourage visitors to linger at Mission Bell Square. 
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A Commitment to Cities 

in sharp contrast to the tropical sub¬ 
urban setting of Mission Bell Square is 
Kedzie Square, site of a K mart in urban 
Chicago since November 1982. Kedzie 
Square once housed a factory that 
rebuilt printing press rollers. 

At 118,000 square feet, the Kedzie 
K mart is one of the largest in the chain. 
All but a few hints of the former use of 
the building are gone. Some ductwork 
on the ceiling is purposely exposed, and 
brick—now painted tan—remains on 
the outside walls. 

But shoppers are more likely to 
notice the sleek, modem Family Restau¬ 
rant with table service—one cf the first 
in the K mart chain—off the vestibule 
but removed from the sales floor. Inside 
the store, Kedzie’s crisp interior design 
leaves no doubt that this is a K mart with 
current merchandise. 

Nearly one million people live within 
five miles of Kedzie Square in this 
old but well-maintained neighborhood, 
where downtown Chicago is visible to 



the north on a clear day. Many Kedzie 
customers live close enough to walk or 
cycle to the store. 

First-week sales at the Kedzie store 
rivaled those of the best K mart open¬ 


ing ever. Business remains brisk, and 
K mart management expects perform¬ 
ance there to build in 1983, when other 
merchants open in the adjacent area. 

Kedzie Square represents an urban 
K mart center that fills a gap in an 
established market. The development 
illustrates K mart’s continued faith in 
the vibrancy of cities. 

Serving a Diverse Market Downtown 

K mart Development broke ground 
for another urban center, The Village at 
Livermore, in January. But aside from 
the in-town locations, The Village and 
Kedzie Square have little in common. 

Livermore is a remote hybrid com¬ 
munity in San Francisco’s East Bay area. 
Many of its 37,000 residents work in San 
Francisco, but Livermore is also made 
up of farmers and employees of a local 
technological laboratory. 

K mart will open one block from 
Livermore’s downtown square in sum¬ 
mer 1983. Retail space totaling 53,300 
square feet will be subleased, and 
K mart will sell three outparcels on the 
grounds to other merchants. 

Consistent with the city, design and 
content of the center will be geared to 
middle- and higher-income customers. 
The architecture will feature wood tow¬ 
ers with trellises, courtyards and brick 
accents that link the property to its 
former use as a brickyard. 

The Village is the first project 
approved for the city’s redevelopment 
area since a local building moratorium 
was lifted. City officials supported 
K mart’s interest in Livermore, freeing 
property that was landlocked by a rail¬ 
road parcel. K mart liked the site—and 
so did the city, which wanted to draw 
retailers downtown to avoid diluting 
commerce. 


Mission Bell, Kedzie and Livermore 
illustrate that there are no typical K mart 
Development shopping centers. 

But one consistent thread prevails. 

K mart Development promises a solid 
structure, a favorable location and the 
best possible co-tenants—delivered to 
specifications, on time and at low cost. 



The Family Restaurant (nght) offers table service and varied fare, including a salad bar and a dessert cart. 


10 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 








Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 

















SUMMARY OF OPERATIONS 

(Millions) 

Sales 

$ 16,772 

$16,527 

Licensee fees and other income 

214 

196 


Cost of merchandise sold 

12,299 

12,360 


Selling, general and administrative expenses* 

4,049 

3,810 j 


Interest expense-net 


Debt 

43 

69 


Capital leases 

176 

161 


Income before estimated income taxes 

$ 419 

$ 323 


Income from retail operations 

$ 257 

$ 216 


Net income 

$ 262 

$ 220 

PER SHARE DATA 

(Dollars) 

Earnings per common and common equivalent share 

$ 2.06 

$ 1.75 

Cash dividends declared 

$ 1.00 

$ .96 


Book value 

$ 20.89 

$ 19.81 

FINANCIAL DATA 

(Millions) 

Working capital 

$ 1,827 

$ 1,473 

Total assets 

$ 7,344 

$ 6,657 


Long-term obligations | 


Debt 

$ 596 

$ 415 


Capital leases 

$ 1,824 

$ 1,752 


Average shares outstanding 

124 

124 

FINANCIAL RATIOS 

Return on sales | 


Income before estimated income taxes 

2 . 5 % 

2.05 


Income from retail operations 

1 . 5 % 

1.35 


Net income 

1.6% 

1.35 


Return on assets (beginning) 

3 . 9 % 

3.65 


Debt and equivalent as a % of total capitalization 

48 . 7 % 

47.25 


Return on stockholders’ equity (beginning) 

10 . 7 % 

9.45 


Employee compensation and benefits, per sales dollar 

16 . 6 % 

15.85 


Current ratio 

1.8 

1.8 


*SeIling, general and administrative expenses for 1982 include a $44.5 million charge for store closings. 
Certain amounts have been reclassifiedfor comparative purposesfor 1981,1980 and 1979. 

Data reflect the adoption of LIFO in 1974 and all pooling-of-interests. 
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1980 

1979 

1978 

1977 

1976 

1975 

1974 

1973 

$14,204 

$12,731 

$11,696 

$9,941 

$8,382 

$6,798 

$5,536 

$4,633 

175 

165 

139 

123 

102 

86 

76 

69 

10,417 

9,283 

8,566 

7,299 

6,147 

4,991 

4,197 

3,462 

3,326 

2,839 

2,503 

2,085 

1,750 

1,409 

1,147 

931 

1 

65 

29 

17 

12 

8 

12 

21 

13 

135 

120 

115 

104 

95 

77 

63 

50 

$ 436 

$ 625 

$ 634 

$ 564 

$ 484 

$ 395 

$ 184 

$ 246 

$ 256 

$ 355 

$ 342 

$ 296 

$ 261 

$ 204 

$ 99 

$ 131 

$ 261 

$ 358 

$ 344 

$ 298 

$ 262 

$ 196 

$ 102 

$ 133 

$ 2.07 

$ 2.84 

$ 2.74 

$ 2.39 

$ 2.11 

$ 1.61 

$ .85 

$ 1.11 

$ -92 

$ -84 

$ -72 

$ .56 

$ .32 

$ -24 

$ -22 

$ -20 

$ 18.99 

$ 17.79 

$ 15.68 

$13.56 

$11.62 

$ 9.69 

$ 8.25 

$ 7.55 

$ 1,552 

$ 1,403 

$ 1,308 

$1,231 

$1,074 

$ 904 

$ 773 

$ 574 

$ 6,089 

$ 5,635 

$ 4,836 

$4,489 

$3,983 

$3,336 

$2,719 

$2,344 

_ 

$ 419 

$ 209 

$ 209 

$ 211 

$ 211 

$ 210 

$ 212 

$ 21 

$ 1,618 

$ 1,422 

$ 1,294 

$1,266 

$1,155 

$ 989 

$ 846 

$ 712 

123 

123 

122 

122 

121 

121 

120 

120 

_ 

3.1% 

4.9% 

5.4% 

5.7% 

5.8% 

5.8% 

3.3% 

5.3% 

1.8% 

2.8% 

2.9% 

3.0% 

3.1% 

3.0% 

1.8% 

2.8% 

1.8% 

2.8% 

2.9% 

3.0% 

3.1% 

2.9% 

i.8% 

2.9% 

4.6% 

7.4% 

7.7% 

7.5% 

7.8% 

7.2% 

4.3% 

6.7% 

46.8% 

43.1% 

44.4% 

47.7% 

49.6% 

51.0% 

51.9% 

45.3% 

11.9% 

18.7% 

20.8% 

21.1% 

22.4% 

19.8% 

11.3% 

16.9% 

16.0% 

15.2% 

14.6% 

14.3% 

14.3% 

14.3% 

14.5% 

14.4% 

2.0 

1.8 

1.9 

1.9 

1.9 

2.0 

2.2 

1.8 
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Kmart Corporation 


1982 Operations and financial Review 


A Response to Changing Times 

In 1982, as in the past several years, Kmart Corporation 
has operated in an extremely competitive retail market and 
a weak economic environment serving a price-conscious, 
quality-oriented consumer. Despite these difficult circum¬ 
stances, Kmart Corporation achieved an increase in net 
income for the first time since 1979. This accomplishment 
was primarily due to: 

B Continued implementation of previously 
developed long-term merchandising 
strategies. 

a Reformatting and refurbishing of Kmart 
stores and several key departments. 

a Intensification of cost-control measures and 
increased productivity throughout the 
company. 

These strategies were formulated after considerable 
study, including consumer research among both Kmart 
and non-Kmart customers, extensive marketing studies of 
competition and an intensive internal review of K mart’s 
strengths and weaknesses. Key elements in these strategies 
are: 

a To emphasize better utilization of existing 
resources, concentrating on greater sales per 
square foot and comparative sales in existing 
stores rather than continuing maximum 
expansion of new Kmart stores. Marginal 
retail units will be closely analyzed to ascertain 
whether their assets and personnel may be 
more profitably redeployed. 

a To design a more pleasant and conveniently 
arranged Kmart store through physical store 
changes. 

a To refine K mart's merchandise presentation 
and mix, including selectively expanding 
brand-name merchandise assortments. 

B To develop new electronic information 
systems. 

a To seek compatible diversification 
opportunities. 

Kmart Corporation continued to follow these strategies 
throughout the year. In order to devote more of its 
resources to existing facilities, the company significantly- 
reduced its Kmart store opening program in 1982 to 70 
new K marts from an average of 178 new K marts per year 
over the previous five years. Also, after considerable 
analysis, the company decided to close a total of 25 
unprofitable Kmarts in 1982, of which 17 will be phased 
out in 1983. In addition, Kmart closed 361 automotive 
service departments and a total of 66 Kresge and lupiter 
stores in 1982. 


During 1982, Kmart Corporation condnued to develop 
and implement the “Fashion ’80s” concept, which involves 
redesign of apparel department layouts to highlight the 
varied merchandise assortments. During the year, a total of 
1,292 Kmart stores incorporated this new look. 

Initiated by K mart’s commitment to provide a much 
broader assortment of brand-name merchandise in Kmart 
stores, extensive changes in merchandise assortments were 
made in 1982. Some examples are: 

b The “Names for Less” program was initiated to 
generate new sales from customers who prefer 
designer-label clothing, while maintaining 
apparel sales with traditional customers. Test 
stores for this merchandise reported very 
satisfactory customer acceptance. “Names for 
Less” will be installed in approximately 500 
Kmart stores by late 1983. 
a Kitchen Komer, which features brand-name 
fashion-oriented housewares, was successfully 
introduced in 27 Kmart stores during the 
year. All Kmart stores opening in 1983 will 
have a Kitchen Komer. Also introduced was a 
new Bed and Bath Shop department with an 
emphasis on providing higher-quality 
merchandise. Several hundred more Kitchen 
Komers and Bed and Bath Shops are planned 
in existing Kmart stores during 1983. 
a As a result of successful market testing, several 
hundred home electronic displays will be 
placed in K marts during 1983. The company 
is continuing to test other merchandise 
departments, ranging from an expanded card 
shop to a Party Shoppe for selected stores. 

Tests such as these will assess the present and 
future needs of the consumer. 

During 1982, the company reaffirmed its commitment 
to expand outside the Kmart program by accelerating the 
Furr’s Cafeterias, Inc. (“Furr’s”) program and opening a new 
specialty apparel store. Designer Depot. 

Furr’s opened 19 units in 1982, compared with seven in 
the prior year. Currently, there are 98 cafeterias in 
operation. The company intends to increase the pace of 
Furr’s openings in future years. 

Designer Depot is a discount store that sells men’s, 
women’s and children’s brand-name and designer-label 
clothing. Increasing demand by consumers for designer 
clothing, coupled with K mart’s expertise in merchandising 
apparel at discount prices, provides an opportunity to 
capture a portion of this expanding market. The results of 
the first prototype store were very encouraging, and the 
company plans to open a minimum of 30 Designer Depots 
in 1983/ 
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Also in 1982, two experimental Abra K Dabra units were 
opened. These are family dining and entertainment 
restaurants featuring pizza, magic acts and electronic 
games. 

In addition, the company has committed resources to 
expand its merchandise export program. Through K mart 
Trading Services, a subsidiary primarily concerned with 
export activities, the company is enlarging its overseas 
offices to create marketing offices for distribution of 
assorted merchandise produced in the United States. The 
company also expects these offices will service other retail 
organizations, wholesalers and importers seeking 
experienced assistance in purchasing foreign products. 

During 1982, the company made significant progress in 
increasing its merchandise information system capabilities: 

n The Kmart Information Network (“KIN”) 
connects Kmart International Headquarters 
electronically to all of its U.S. K marts, 
distribution centers, regional offices and over 
400 major vendors. Installation of KIN was 
completed in all existing K marts in 1982. All 
future Kmarts will have KIN. 

■ During the year, Kmart converted from a 
store ordering system to a centralized system 
for mens and boys’ wear and fashion 
accessories. 

b Progress continues toward centralizing all 
apparel ordering systems and testing point-of- 
sale cash registers capable of price look-up 
and retrieval of sales data. 

New Store Openings-—In conjunction with the company’s 
goal to renovate and rejuvenate existing facilities rather 
than continue maximum expansion of new K mart stores, 
the company opened 67 K mart stores in the U.S. and 
three in Canada. Of the 70 stores opened in 1982, eight 
were developed internally by Kmart Corporation rather 
than by outside developers. Even with a reduced store 
opening program, Kmart remains committed to expansion 
into markets with high potential to improve the company’s 
market share. The company is represented in 48 of the 
50 states and in 305 of the country’s 318 Standard 
Metropolitan Statistical Areas and operates in all 
provinces of Canada. 

Additionally, 19 Furr’s cafeterias and one Designer Depot 
opened in 1982. 

Kmart store selling area increased 1.8% in 1982 to 121.6 
million square feet. In the past ten years, Kmart square feet 
of selling area has increased at a compound annual rate of 
12.4%. 


Expansion during 1982 is summarized as follows: 

Other 

Kresge & Retail 
Kmart Jupiter Units Total 

Retail units in operation 

January 27. 1982 2.055 319 181 2,555 

Units opened 70 28 98 

Units closed _ (8) (66) _ (10) _ (84) 

Retail units in operation 

Januan 26. 1983 2,117 253 199 2,569 


RETAIL SELLING AREA AND 
NUMBER OF KMART STORES 

(Exchtding Australian Stores) 



’73 ’74 ’75 ’76 ’77 ’78 ’79 ’80 ’81 ’82 

am Retail selling area of K mart Stores 
in millions of square feet 
gg£jj Number of K mart Stores 

Store Closings—Throughout the year, the company- 
continued to close selected stores and departments that 
were operating at unacceptable levels of profitability'. Eight 
K marts, 66 Kresge and Jupiter stores and 361 automotive 
service departments were closed in 1982. Also in 1982, 
Kmart management decided to close an additional 17 
Kmarts in 1983. The decision to close these stores was 
made after a thorough review of each store’s operations 
with consideration of future potential given an improved 
economic environment and anticipated competitive 
conditions. Management will continue to assess each store’s 
performance on an ongoing basis to ascertain its 
contribution to the company. The closing of these Kmart, 
Kresge and Jupiter stores and automotive service 
departments resulted in a pre-tax charge of $44.5 million, 
which includes the write-off of fixed assets, the present 
value of future rental payment obligations (net of 
anticipated sublease rentals), inventory liquidation and 
other miscellaneous expenses. 
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Five-Year Sales and Store Statistics 1982 1981 1980 1979 1978 



♦Since sale of the company’s majority interest in Kmart **Sales per square foot were calculated as follows: Total Kmart sales plus unconsolidated 
(Australia) Limited in December 1978 for 20% of G. J. Coles sales of K mart licensees divided by total K mart store retail selling area for all K mart 

& Coy. Limited, operations are no longer consolidated. stores open for one full year as of the end of each fiscal year. (Excludes Australian stores.) 
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Management’s Discussion and Analysis 
of Operations and Financial Condition 

Results of Operations 

Sales —Kmart Corporation sales increased in 1982, despite 
difficult economic conditions. Consolidated sales were 
$16.8 billion, an increase of 1.5% over 1981. 

A three-year summary of the company’s domestic and 
Canadian sales follows: 

Increase 7c 

(Millions U.S.S) 1982 (Decrease) 1981 Increase 1980 

Domestic $18,007.1 1.8 SI 5,752.3 17.0 SI 3.467.7 

Canadian 765.1 (1.2) 774.7 5.2 736.7 

Total $16,772.2 1.5 S 16.527.0 16.4 SI 4,204,4 

Sales for 1982 were below expectations. The primary 
reasons for the modest sales gain were the company's 
decision to de-emphasize its 1981 promotional programs 
and a more cautious consumer concerned with a weakened 
economy and continued high unemployment. Sales in 
comparable stores for the year decreased 1.4%. Sales from 
Kmart stores comprised 96.3% of total compam business 
in 1982. 

Sales increased 16.4% in 1981 to S16.5 billion. Aggressive 
promotional programs, inflation and the opening of 171 
new Kmart stores were primarily responsible for the 
increase in sales. Sales for comparable stores for the year 
increased 10.4%. Despite the difficult economic climate and 
intense competition among retailers, fiscal 1981 sales were 
slightly above expectations. 

Income —After a $44.5 million pre-tax charge for store 
dosings, income before estimated income taxes in 1982 was 
$418.9 million, an increase of 29.7% from 1981. Income 
before estimated income taxes in 1981 was $322.9 million, a 
decrease of 26.0% from 1980. 

The effective income tax rate for 1982 was 38.7%, 
compared with 33.2% in 1981 and 41.4% in 1980. The 
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increase in the effective income tax rate for 1982 resulted 
primarily from a decrease in investment tax credits due to 
fewer store openings than in 1981 and from increased 
earnings from operations in 1982. The 1981 rate decreased 
largely because of increased tax credits and the increased 
equity earnings of the footwear departments and the 
Australian investment in G. J. doles & Coy. Limited, 
compared with earnings from operations, which are 
subject to norma! tax rates. Additional information is 
summarized in Note (G) of the accompanying Notes to 
Consolidated Financial Statements. 

After a $24.0 million net of tax charge for store closings, 
net income in 1982 was $261.8 million, an increase of 
18.9% over 1981. Net income in 1981 was $220.3 million, 
a decrease of 15.5% from 1980. 

A breakdown of domestic and foreign net income 
follows: " y 

7c Increase 

(Millions L'.S. Sj 1982 Increase 1981 (Decrease) 1980 

Domestic $234.1 19.7 SI95.6 (17.4) $236.9 

Foreign 27.7 12.6 24.7 4.3 23.6 

Total $261.8 18.9 S220.3 (15.5) S260.5 

Earnings per 
common and 
common 
equivalent 

share $ 2.06 17.7 S 1,75 (15.5) S 2.07 

Major factors, other than expenses related to store 
closings, contributing to net income results were: 

Cost of Merchandise Sold —Cost of merchandise sold 
(including buying and occupancy costs) in 1982 was 73.3% 
of sales, compared with 74.8% in 1981 and 73.3% in 1980. 
Gross profit margins improved in 1982 to 26.7% of sales, 
compared with 25.2% in 1981 and 26.7% in 1980. 
Improvement of the gross profit margin in 1982 resulted 
from a planned change in merchandise mix, including 
upgraded product lines. During the year, the company 
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emphasized sales of higher-margin items rather than a 
strong promotion of lower-margin items. During 1981, the 
aggressive promotional programs and competitive pricing 
policies, which increased the company’s market share, 
caused 1981 gross margins to decline to 25.2% of sales, 
compared with 26.7% for 1980. 

In addition, the company reports inventory on the 
last-in, first-out (“LIFO”) method of inventory valuation for 
substantially all domestic inventories to provide a more 
accurate matching of current costs with current revenues 
and to measure the impact of inflation on inventories 
during periods of rising prices. Based on the U.S. 
Department of Labor’s Department Store Inventory Price 
Index for the year ended January 26,1983, the inflationary 
impact on inventories was $25.7 million in 1982, compared 
with $139.4 million and $112.6 million in 1981 and 1980, 
respectively. 

Operating Expenses —Selling, general and administrative 
(“SGA”) expenses, including advertising, were 23.9% of 
sales in 1982, compared with 23.1% for 1981 and 23.4% for 
1980. Although the SGA expense ratio for 1982 exceeds 
that of the prior years due to lower than anticipated sales, 
the company successfully intensified its cost-reduction and 
productivity programs during the year. Through use of 
in-store computers connecting Kmart International 
Headquarters to all its U.S. Kmart stores, distribution 
centers and regional offices as well as more than 400 major 
vendors, an increase in productivity has been realized and 
is expected to become more pronounced as consumer 
demand increases. 

Tne following contributed to the increase in operating 
expenses in 1982 and 1981: 

Employee compensation and benefits increased 6.3% to 
$2.8 billion in 1982 and 15.4% to $2.6 billion in 1981. This 
rate of increase was lower than in prior y ears due to fewer 
store openings, a stable minimum wage rate and stringent 
cost-control measures. Contributing to the increase in 1982 
was a new employee savings plan in which the company 
matches half of employ ees’ contributions up to a certain 
percentage. The increase in 1981 was partly attributable to 
the “ripple effect” of a minimum wage increase. Another 
major reason for the increase in 1981 was the rise in the 
cost of health care programs, which increased 30.0%. 

Total pension expense was $42.7 million for 1982 and 
$40.8 million for 1981. 

Payroll, property' and franchise taxes increased 7.8% to 
$329.8 million in 1982 and 18.5% to $305.9 million in 1981, 
compared with respective prior years. These increases were 
due to the store expansion program, increases in payroll 
taxes and other tax increases on existing stores. 

Depreciation and amortization expense for owned 
property increased 11.9% to $157.4 million in 1982 and 
18.4% to $140.7 million in 1981. compared with respective 
prior years. These increases largely resulted from a 


continued high level of capital spending for new stores and 
refurbishing programs, and from continued inflation of 
construction and fixture costs. 

Net Interest Expense on Debt —Net interest expense related to 
debt was $43.1 million in 1982, a decrease of 37.8% from 
1981. This decrease was primarily a result of declining 
interest rates and lower borrowing levels net of temporary- 
investments. Net interest expense related to debt was $69.2 
million in 1981, an increase of 5.8% over 1980. This 
increase was due to the high level of short-term interest 
rates and increased net borrowings. The weighted average 
interest rates for short-term borrowings were 11.7%, 15.7% 
and 12.5% for 1982,1981 and 1980, respectively. Lower net 
borrowing levels were possible in 1982 as a result of the 
company’s ability to better control inventory investment 
and the reduced Kmart store opening program. The 
higher level of borrowing in 1981 was due to increased levels 
of inventory needed to maintain the high level of sales 
activity and acquisition of a 44% equity interest in 
Astra, S.A., for $50.0 million in cash. 

Foreign Op/rations —Kmart Ganada Limited’s sales for 1982 
(in Canadian dollars) increased 1.7% from 1981, compared 
with a 7.5% increase in 1981 over 1980. However, when 
translated to U.S. dollars, sales for 1982 decreased by 1.2%, 
while sales for 1981 increased 5.2%. Gross profit margins 
remained relatively stable in 1982 compared with 1981. Net 
income declined in both 1982 and 1981 compared with 
respective prior years. The continuing weak Canadian 
economy, competitive pressures and currency fluctuation 
losses were primary reasons for the decline in net income. 

The company’s income from Australian operations, 
which consisted primarily of equity income in G. J. Coles & 
Coy. Limited ("Coles"), was S23.2 million in 1982, compared 
with $20.1 million in 1981 and SI 1.5 million in 1980. The 
increase in 1982 income was primarily due to a currency 
fluctuation gain of $7.0 million, compared with a gain of 
S2.7 million in 1981 and a $3.0 million loss in 1980. Coles’ 
sales were $4.0 billion in Australian dollars at July 25,1982 
(Coles’ latest fiscal year-end), compared with $3.2 billion for 
fiscal 1981, an increase of 24.7%. Sales in Australian dollars 
for fiscal 1981 increased 21.7% over fiscal 1980 sales of 
$2.7 billion. Pre-tax profit from operations rose 9.9% to 
$129.1 million in 1982 and 21.1% to $117.5 million in 1981, 
compared with respective prior years. During fiscal 1982, 
(hies acquired two footwear chains and several liquor 
stores. An additional five K marts and seven supermarkets 
were opened during this period, bringing the total number 
of stores operated by (hies in Australia to 73 K marts, 361 
supermarkets and foodmarkets, 148 variety- and other 
stores, 122 liquor stores and 167 footwear stores. For 
additional information on the company’s investment in 
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Coles, see Note (E) of the accompanying Notes to 
Consolidated Financial Statements. 

In September 1981, the company acquired for $50.0 
million a 44% interest in Astra, S.A. (“Astra”), which was 
previously a wholly owned retailing subsidiary of the 
Gentor Group of Monterrey, Mexico. The food and 
general-merchandise subsidiaries operate six Astra 
discount-type stores and ten self-service food-type 
Autodescuento stores. The company’s equity share of 
Astras results for their year ended December 31,1982 
was a $9.0 million loss, due primarily to the weak Mexican 
economy and interest expense on debt related to Astra’s 
planned store expansion program. For the four months 
ended December 31,1981, the company's equity share in 
Astra’s results showed a minor loss. The effect on the 
company’s equity resulting from the three major 
devaluations in Mexico during 1982 was not significant. 

For further information regarding Mexican operations, 
see Notes (C) and (j) of the accompanying Notes to 
Consolidated Financial Statements. 

Licensee Operations —The company’s U.S. footwear 
departments are operated by the Meldisco subsidiaries of 
Melville Corporation. Sales of the licensee footwear 
departments increased 10.3% to $759.3 million in 1982 
and 9.4% to $688.6 million in 1981, compared with 
respective prior years. Equity in income rose 15.0% to $31.9 
million in 1982 and 4.8% to $27.7 million in 1981, 
compared with respective prior years. Refer to Note (E) of 
the accompanying Notes to Consolidated Financial 
Statements for further information regarding the 
company’s investment in Meldisco. 

In 1980, the company entered into a license agreement 
with The Daiei, Inc. (“Daiei”), the largest retailer in Japan. 
Terms of the agreement provide that the company will 
receive fee income in exchange for providing Daiei with 
knowledge and assistance to develop mass-merchandising 
operations in Japan and also the exclusive right by Daiei to 
use various Kmart tradenames and trademarks. 

Furr’s Cafeterias, Inc. —Furr’s Cafeterias, Inc. (“Furr’s”), a 
wholly owned subsidiary of K mart, operates a chain of 
cafeterias in the southwestern U.8. As of January 26,1983, 
there were 98 cafeterias in operation. Furr’s sales increased 
20.0% in 1982, compared with increases of 18.5% in 1981 
and 15.6% in 1980.8ee Note (C) of the accompanying 
Notes to Consolidated Financial Statements for further 
information concerning Furr's. 

Insurance Operations —Kmart Insurance Services, Inc. 
(“KMI”), a wholly owned insurance subsidiary, has recently 
expanded into new marketing areas. KMI has begun to 
support various insurance systems of Kmart Corporation 
and now markets life, health and property/casualty 
insurance through selected Kmart stores, principally in 
Texas. KMI also acts as a third-party administrator to 


companies that self-insure their workers’ compensation 
coverage. KM Is insurance premiums and other revenues 
for 1982 were $95.7 million, compared with $71.2 million 
for 1981, an increase of 34.5%. Net income in 1982 was $4.9 
million, compared with $4.6 million in 1981, an increase of 
7.4%. See Note (E) of the accompanying Notes to 
Consolidated Financial Statements for additional 
information on KMI. 

Inflation Accounting —A discussion of the impact of inflation 
on the company’s sales and earnings is presented on pages 
23 through 25. 

Financial Condition 

Financial Policy—K mart Corporation's financial policy is 
designed to provide a solid capital structure utilizing its 
available sources of funds. The company has maintained a 
strong position of liquidity over the years as well as a high 
degree of financial flexibility, based primarily on a large 
flow of funds from operations. 

The company’s debt structure (even when capital leases 
are included) and its strong financial position enable 
Kmart Corporation to obtain necessary' funds at the best 
available rates in worldwide capital markets. Kmart 
employs a number of criteria to carefully monitor 
adherence to the company’s financial policy. Among these 
criteria are trends in cash flow, working capital, financial 
ratio analysis and the total capitalization of the company. 

Cash Flow—Net cash provided by operations is a 
demonstration of the company’s performance and enables 
the company to fund growth in new store openings, 
refurbishing programs, acquisitions, systems development, 
dividends to shareholders and debt repayment. 

A summary of the company’s changes in cash position 
follows: 


(Millions) 

1982 

1981 

1980 

Net cash prov ided b\ operations 

$8073 

S278.1 

S404.3 

Net cash provided bv financing 

102.8 

314.0 

239.1 

Di\idends paid 

(123.0) 

(117.5) 

(110.8) 

Net cash used for investments 

(348.7) 

(572.4) 

(619.5) 

Net increase (decrease) in cash 

$438.6 

S (97.8) 

S (86.9) 


Refer to the compam s Consolidated Statements of Changes in Financial 
Position on page 30 for additional information. 


Net cash provided by operations, which was 
$807.5 million in 1982, $278.1 million in 1981 and 
$404.3 million in 1980, produced a major source of cash 
needed to operate the business. Net cash provided by 
operations is primarily a function of earnings, which 
increased in 1982 compared with the prior year. 
Depreciation and amortization expense, also a major 
component of net cash provided by operations, has been 
steadily increasing each year due to the continued high 
level of capital expenditures. Other significant factors in the 
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increase in net cash provided by operations in 1982 were 
better control of inventory investment and the timing of 
income tax liabilities resulting from improved reported 
earnings. 

Net cash provided by financing was $102.8 million in 
1982, $314.0 million in 1981 and $239.1 million in 1980. 
The reduction in 1982 of net cash provided by financing 
was primarily because there were no significant additions to 
notes payable and long-term debt compared with prior 
years. However, during 1982, debt obligations consisting of 
$179.3 million of commercial paper supported by long¬ 
term credit agreements with several banks were reclassified 
from notes payable to long-term debt. During 1980. funds 
were provided by financing through long-term debt in the 
principal amount of $200.0 million at 9Vs% interest. $ee 
Note (H) in the accompanying Notes to Consolidated 
Financial $tatements for more information. 

Because of the seasonal nature of the retail industry, 
Kmart utilizes commercial paper and revolving bank credit 
to cover peak working capital requirements. The maximum 
amounts of aggregate short-term borrowings outstanding 
during 1982,1981 and 1980 were $894.3 million, $999.6 
million and $734.0 million, respectively. The approximate 
average short-term borrowings outstanding during 1982, 
1981 and 1980 were $524.8 million, $520.5 million and 
$499.0 million, respectively. 

Total short-term lines of credit available and unused 
-were $685.3 million, $852.6 million and $646.6 million at 
January' 26,1983, January 27,1982 and January 28,1981, 
respectively. 

The company expects that funds required to finance 
future expansion will primarily be provided from internally 
generated funds and leasing of land and buildings. The 
company will continue to utilize short-term borrowings, 
primarily commercial paper, to cover peak working capital 
requirements. 

The following shows the principal uses of funds during 
the past three years: 


(Millions) 

1982 

1981 

1980 

Dividends paid 

$123.0 

SI 17.5 

SI 10.8 

Investments 




Additions to propertv owned 

306.4 

361.4 

350.6 

Additions to propertv- leased 

85.0 

178.2 

232.8 

Other-net 

(42.7) 

32.8 

36.1 

Total investments 

348.7 

572.4 

619.5 

Total uses of funds 

$471.7 

S689.9 

$730.3 


NET CASH PROVIDED 
BY OPERATIONS 

(Millions) 



$100 200 300 400 500 600 700 800 900 

In conjunction with the company’s decision to devote 
more financial resources to existing facilities and other 
retail units rather than rapid expansion of new Kmart 
stores, the major use of funds was for the net investment in 
owned property. Major factors contributing to capital 
expenditures of $306.4 million in 1982 were the company’s 
store opening program, a continuation of the store 
modernization program and expansion of merchandising 
systems. However, due to reduced store openings, capital 
expenditures related to owned property decreased from the 
prior year. The decrease in the amount of funds spent on 
additions to leased property from $178.2 million in 1981 to 
$85.0 million in 1982 is also a result of the reduced store 
opening program. 

As required by Financial Accounting 8tandard No. 13, 
“Accounting for Leases,” substantially all lease obligations 
are capitalized and considered debt-equivalent obligations; 
therefore, lease obligations are treated as a source and use 
of funds. 

CAPITAL EXPENDITURES AND 
DEPRECIATION AND AMORTIZATION- 
OWNED ASSETS 



iiSSS Depreciation and Amortization 


Working Capital—Working capital is defined as the 
company’s total current assets less total current liabilities. 
Working capital management is indicative of the company’s 
financial flexibility to meet ongoing business obligations. 
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An analysis of the changes in working capital follows: 


(Millions) _1982 1981 1980 


Increase (decrease) in current assets: 




Cash and temporarv investments 

$ 438.6 

S (97.8) 

S (86.9) 

Accounts receivable 

25.9 

10.1 

3.5 

Merchandise inventories 

159.8 

289.2 

100.3 

Operating supplies and 




prepaid expenses 

(18.5) 

12.7 

3.2 


605.8 

214.2 

20.1 

Increase (decrease) in current liabilities: 



Obligations under capital leases 




and long-term debt due 





6.7 

5.1 

5.9 

Notes payable 

(168.2) 

168.2 

(185.5) 

Accounts payable-trade 

260.4 

192.8 

2.6 

Accrued payrolls, taxes 




and other liabilities 

69.0 

(7.1) 

86.3 

Dividends pavable 

1.4 

1.4 

2.6 

Income taxes 

82.1 

(67.2) 

(40.3) 


251.4 

293.2 

(128.4) 

Increase (decrease) in working capital 

$ 354.4 

$ (79.0) 

S 148.5 

Total working capital 

$1,827.2 

$1.472.8 

$1,551.8 


Working capital increased $354.4 million in 1982, 
compared with a $79.0 million decrease in 1981. The 
classification of $179.3 million of commercial paper as 
long-term debt was a major factor contributing to the 
increase in working capital in 1982 along with increasing 
profitability and improved inventory management. The 
above analysis of changes in working capital includes the 
effects of a reclassification of certain accounts from short¬ 
term to long-term in 1980 and 1981 to conform with the 
1982 classification. 


STOCKHOLDERS’ EQUITY 
AND WORKING CAPITAL 
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I 1 Stockholders’ Equity 
fosigl Working Capital 


The decrease in working capital in 1981 was partially 
due to the acquisition of 44% of Astra, S.A., which was 
previously a wholly owned retail subsidiary of the Gentor 
Group of Monterrey, Mexico, for $50.0 million in cash. 
Financial Ratios —The following financial ratios (based on 
the reclassified amounts) should also be considered in 
evaluating Kmart Corporation’s liquidity: 

1982 1981 1980 

Inventory turnover ratio— 

Cost of merchandise sold (FIFO) 

Average inventory (FIFO) 

Ratio of income to Fixed charges 
Current ratio 


3.2 3.5 3.2 
2.1 1.9 2.4 
1.8 1.8 2.0 


The inventory turnover ratio was 3.2 in 1982, compared 
with 3.5 in 1981. The decrease in the FIFO inventory- 
turnover ratio is primarily due to the promotional program 
in the prior year, which greatly increased the 1981 FIFO 
turnover ratio. 

The ratio of income to fixed charges, which was 2.1,1.9 
and 2.4 in 1982,1981 and 1980, respectively, demonstrates 
the company’s ability to cover charges of a fixed nature, 
consisting primarily of interest expense, in relation to net 
income. The decline in the ratio of income to fixed charges 
in 1981 to 1.9 was reflective of the company’s decline in 
earnings for 1981 and the period of extremely high interest 
rates. 

The current ratio is indicative of the company’s ability to 
meet short-term obligations. The current ratio of 1.8 for 
1982 remained stable compared with the prior year. 


TOTAL AND CURRENT ASSETS 

(BiUiom) 

3>o 



Total Assets 


Current Assets 


Total Capitalization—The long-term liquidity of Kmart is 
indicated by the debt-to-total-capitalization ratio, which was 
48.7%, 47.2% and 46.8% in 1982,1981 and 1980, 
respectively. 
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Kmart Corporation 


Following is a summary of the total capitalization for 
Kmart: 

(Millions) _1982_1981_1980 



Amount 

% 

Amount 

% 

Amount 

% 

Long-term debt due 








$ 5.1 

.1 

$ 1.8 


$ 1-8 


Obligations under 







capital leases due 

65.7 

1.3 

62.3 

1.3 

57.2 

1.3 

Long-Term Debt 
Obligations under 

596.0 

11.5 

415.1 

8.8 

418.7 

9.4 

Capital Leases 

1,824.4 

35.3 

1,752.0 

36.9 

1.618.1 

36.1 

Other 

26.8 

_ .5_ 

10.2 

.2 



Total debt and 







equivalent 

2,518.0 

48.7 

2,241.4 

47.2 

2,095.8 

46.8 

Deferred Income 

51.6 

1.0 

51.4 

Li 

37.9 

.9 

Equitj 

2,601.3 

50.3 

2,455.6 

51.7 

2,343.2 

52.3 

Total capitalisation 

$5,170.9 100.0 

$4,748.4 

100.0 

S4.476.9 

100.0 


CAPITALIZATION 

(Billions) 



rasss iota! Debt and nquivaient 
I i Total Capitalization 


Stockholders’ Information 

Stockholders’ Equity—In 1982, stockholders’ equity rose 
to $2.6 billion, compared with $2.5 billion in 1981, an 
increase of 5.9%. Stockholders’ equity per share was $20.89 
for 1982, compared with $19.81 for 1981. Return on 
beginning stockholders’ equity was 10.7% for 1982, com¬ 
pared with 9.4% for 1981. 

During 1982, dividends of $123.0 million were paid to 
Kmart stockholders, compared with $117.5 million in 1981, 
an increase of 4.7%. Dividends declared were increased in 
1982 for the 18th consecutive year to an annual rate of 
$1.00 per share, an increase of 4.2% over the annual rate of 
$.96 per share in 1981. 

On January 26,1983, there were 102,009 stockholders of 
K mart’s common stock, which is listed and traded on the 


New York and Pacific Coast Stock Exchanges (trading 
symbol KM). A summary of the dividends paid per com¬ 
mon share and the high and low market prices of Kmart 
common stock during the past two years follows: 

fiscal Quarter _ Calendar Quarter _ 

1982 Market 1981 Market 
1982 1981 Prices Prices 

Quarter Dividends Dividends (High-Low) (High-Low) 

First $.24 S.23 18%-!5'/: 20'/,-16Y« 

Second .25 .2-1 19%-17!4 23%-18y< 

Third .25 .24 22%-I5% 22 -16'/. 

Fourth _^25 _24 27'/ 1 -20 1 /; 18’/«-I5'/» 

Year $.99 S.95 27 l /<-15 1 /: 23%-J5 i /« 


EARNINGS PER COMMON AND COMMON 
EQUIVALENT SHARE AND CASH 
DIVIDENDS DECLARED PER SHARE 

(Dollar.s) 



$.50 1.00 1.50 2.00 2.50 3.00 


gjgg Cash Dividends Declared Per Share 

I I Earnings Per Common and 
Common Equivalent Share 


STOCKHOLDERS’ BOOK VALUE 
PER SHARE 

(Dollars) 



$2 6 10 14 18 
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Impact of Inflation (Unaudited) 

Introduction —Under generally accepted accounting 
principles, financial statements traditionally have been 
prepared on the basis of historical cost. However, continued 
high rates of inflation have eroded the purchasing power of 
the dollar and distorted financial information prepared on 
a historical cost basis. In an attempt to demonstrate the 
impact of inflation, the Financial Accounting Standards 
Board issued Statement No. 33 (“FAS 33”), “Financial 
Reporting and Changing Prices,” which requires two 
methods for restating historical cost data originally 
presented in the financial statements. 

An analysis of the two methods follows: 

Under “constant dollar” accounting, historical 
accounting data is adjusted for “general inflation.” 

Amounts are restated to dollars of the same purchasing 
power using the Consumer Price Index for All Urban 
Consumers (“CPI-U”). Constant dollar accounting does not 
measure how inflation has affected specific asset values or 
costs for any one corporation, nor does it necessarily 
represent the business being measured. 

In contrast, the “current cost” method attempts to 
provide reasonable approximations of changes in specific 
prices of goods and services applicable to individual 
corporations from the dates they were acquired to the 
present. 

Under the guidelines of FAS 33, only cost of 
merchandise sold and depreciation and amortization 
expenses are required to be adjusted since these 
components of the income statement are thought to be 
most affected by inflation. 

The company believes that the CPI-U index, which is 
prescribed for use with the constant dollar method, is 
inappropriate for the retailing industry, particularly as it 
applies to inventories. This index reflects changes in cost- 
of-living components such as housing, energy' and health¬ 
care costs, which have risen dramaucally in recent years. 

Of the two methods required for presentation of 
inflation-adjusted financial statements as shown on pages 
24 and 25, the company believes the current cost method 
probably comes closer to depicting the general level of 
inflation on operations. 

Discussion of Results —The company’s net income, as 
reported in the audited financial statements on a historical 
cost basis, is determined by use of the LIFO method of 
inventory’ valuadon to compute cost of merchandise sold 
for 88.9% of inventories at January' 26,1983. Most retailers 
employing the LIFO method use the Bureau of Labor 
Statistics Index (“BLS”) as the measure of inflation for the 
general merchandise retail industry. Thus, the cost of 
merchandise sold approximates current costs. 


A comparison of inflationary increases as measured by the 
CPI-U and BLS is presented below: 

_ 1982 1981 1980 1979 1978 

CPI-U 5.8% 10.1% 13.3% 11.6% 7.9% 

BLS _ 2.8% 4,7% 6.3% 5.8% 4.9% 

The higher cost of merchandise sold when applying the 
constant dollar methodology is a result of the high rates of 
general inflation in recent years as indicated by the CPI-U. 
which have outpaced the increase in specific costs of K mans 
inventories as measured by the BLS. Consequently, for 
1982, cost of merchandise sold of $12.3 billion on a constant 
dollar basis exceeded the S12.2 billion on a current cost 
basis and S12.2 billion on a historical cost basis. 

Also, depreciation expense in 1982 for owned properties 
was $220.4 million on a constant dollar basis and S188.3 
million on a current cost basis. 

Inflation accounting calculations were also made for 
leased property'. Under FAS 33, capitalization of leased 
property is inflation-affected but operating leases are not. 
Amortization expense is not comparable among other 
retail companies, as the application of Statement of Finan¬ 
cial Accounting Standards No. i3, “Accounting for Leases,” 
is not uniformly applied within the retail industry. 

One of the most significant effects of inflation is the 
application of income taxes. In accordance with FAS 33, 
income tax expense remains the same for constant dollar 
and current cost accounting as that reported in the histor¬ 
ical financial statements. Present tax laws do not allow 
deductions for additional cost of merchandise sold and 
depreciation expense resulting from the effects of inflation. 
As a result, the effective tax rate for 1982 rises from 38.7% 
on a historical cost basis to 102.5% and 55.3% on a 
constant dollar basis and a current cost basis, respectively. 

A “purchasing power gain” is created where monetary- 
liabilities (such as capital lease obligations and long-term 
debt) exceed monetary' assets (cash, receivables, etc.). This 
net monetary- liability position results in a gain in purchas¬ 
ing power since the obligation presumably will be settled in 
dollars of lower value. Such a gain does not represent 
earnings nor funds available for dividends. A major factor 
in the company’s gain in purchasing power results from the 
substantial use of capital lease financing that approximates 
46.5% of the net amounts owed. 

Both the constant dollar and current cost methods 
involve the use of assumptions, approximations and esti¬ 
mates. Thus, these methods should be viewed in this 
context and not as a precise indicator of the effects of 
inflation upon Kmart Corporation. 
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Kmart Corporatio 


Statements of Income Adjusted for Changing Prices 


Fiscal Year Ended January 26,1983 




Adjusted for 

Adjusted for 


As Reported in the 

General Inflation 

Changes in 


Primary Statements 

(Constant Dollar— 

Specific Prices 

($ in Millions, except per share amounts) 

(Historical Cost) 

CPI-U) 

(Current Cost) 

Sales 

$16,772.2 

$16,772.2 

$16,772.2 

Licensee fees and rental income 

169.5 

169.5 

169.5 

Equity in income of affiliated retail companies 

44.5 

44.5 

44.5 

Interest income 

54.6 

54.6 

54.6 


17,040.8 

17,040.8 

17.040.8 

Cost of merchandise sold (excluding 




depreciation and amortization) 

12,177.7 

12,297.8 

12.185.4 

Depreciation of property owned 

Amortization of leased propertv 

157.4 

220.4 

188.3 

under capital leases 

93.7 

171.4 

180.8 

Other costs and expenses 

4,193.1 

4,193.1 

4,193.1 


16,621.9 

16,882.7 

16,747.6 

Income before estimated income taxes 

418.9 

158.1 

293.2 

Estimated income taxes 

162.0 

162.0 

162.0 

Income (loss) from retail operations 

256.9 

(3.9) 

131.2 

Equity in income of insurance operations 

4.9 

4.9 

4.9 

Net income 

S 261.8 

S 1.0 

$ 136.1 

Earnings per common and common 




equivalent share 

S 2.06 

$ .06 

$ 1.10 

Effective tax rate 

38.7% 

102.5% 

55.3% 

Unrealized gain from decline in 




purchasing power of net amounts owed 


$ 149.3 

$ 149.3 

Increase in general price level (constant dollar) 
Increase in specific prices (current cost) 



$ 306.0 

of merchandise inventories, property owned 
and leased 



254.7 

Increase in the general price level of inventory and 




property over increase in specific prices 



S 51.3 


At January 26,1983, current cost of merchandise inventories was S3,775.9 million, current cost of propern owned (net of accumulated 
depreciation) was $1,586.4 million, and current cost of leased property under capital leases (net of accumulated amortization) was 
$3,129.5 million. 
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Five-Year Comparison of Selected Supplementary Financial Data 
Adjusted for Effects of Changing Prices 

(Millions U.S. $, except per share amounts, of average fiscal 1982 dollars) 


Fiscal Year Ended 



January 26, 
1983 

January 27, 
1982 

January 28, 
1981 

January 30, 
1980 

January 31, 
1979* 

Net sales and other operating revenue 
(excluding interest income): 

U.S. and Canada 

$16,962.1 

SI 7,663.8 

SI 6,726.3 

SI 6.996.1 

$16,820.6 

Australia** 

$ 24.0** 

S 22.8** 

S 14.8** 

S 18.5** 

S 609.5 

Net income (loss): 

Constant dollar 

$ 1.0 

S (60.1) 

S (101.7) 

S 15.6 


Current cost 

$ 136.1 

S 88.4 

S 192.4 

S 353.6 


Earnings (loss) per share: 

Constant dollar 

$ .06 

S (.41) 

S (.74) 

S .17 


Current cost 

$ 1.10 

S .73 

S 1.54 

S 2.81 


Net assets: 

Constant dollar 

$ 4,466.6 

S 4,485.1 

S 4,364.9 

S 4,214.0 


Current cost 

$ 4,904.3 

S 4,949.5 

S 4,549.2 

S 4,428.3 


Increase in the general price 
level of inventory and property 
over (under) increase in 
specific prices 

$ 51.3 

S (212.8) 

S 253.6 

$ 610.8 


Gain from decline in purchasing 
power of net amounts owed 

$ 149.3 

S 317.1 

$ 420.7 

S 489.3 


Cash dividends declared per share 
in constant dollars 

$ 1.00 

S 1.02 

$ 1.07 

$ 1.11 

S 1.06 

Market price per share at year-end 
in constant dollars 

$ 26 

S 16 

$ 19 

S 27 

S 35 

Average Consumer Price Index 
(constant dollar) 

290.0 

274.2 

249.1 

219.8 

196.9 


Constant dollar information is adjusted for general inflation as measured by the CPI-U, and current cost information is adjusted for 
changes in specific prices. 

*53 weeks 

**Due to restructuring of the company's investment in Australian retail operations in December 1978, Australian sales are not 
consolidated subsequent to January 31,1979. 
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Kmart Corporatio 


Reports by Management and Independent Accountants 


Kmart 

Responsibility 
for Financial 
Statements 


a The company maintains a system of internal accounting controls to 
provide reasonable assurance that, among other things, financial 
records are reliable for purposes of preparing Financial statements 
and the assets are properly accounted for and safeguarded. This 
concept of reasonable assurance is based on the recognition that the 
cost of the system must be related to the benefits to be derived. 
Management believes its system provides this appropriate balance. 

a An Internal Audit Department is maintained to evaluate, test and 
report the application of internal accounting control.-, in conformin' 
with the standards of the practice of internal auditing. 

a The Board of Directors appoints our independent accountants to 
perform an examination of the company’s financial statements. 

This examination includes, among other things, a review of the 
system of internal controls as required by generally accepted 
auditing standards. 

B Hie Audit Committee of the Board of Directors, consisting solely of 
outside directors, meets regularly with management, internal 
auditors and independent accountants to assure that each is 
earn ing out its responsibilities. The internal auditors and independent 
accountants both have full and free access to the Audit Committee, 
with and without the presence of management. 

B. M. FAUBER R. E. BREWER 

Chairman of the Board Executive Vice President 

and Chief Executive Officer Finance 


Kmart Corporation management is responsible for the integrity of the 
information and representations contained in this annual report. Management 
believes the financial statements conform with generally accepted accounting 
principles and have been prepared on a consistent basis. 'ITis responsibility 
includes making informed estimates and judgments in selecting the appropriate 
accounting principles in the circumstances. 

To assist management in fulfilling these obligations, the company utilizes 
several tools, which include the following: 


Report of 

Independent 

Accountants 


To the Stockholders and Board of Directors of Kmart Corporation 

In our opinion, the accompanving consolidated balance sheets and the related 
consolidated statements of income, of income retained for use in the business 
and of changes in financial position present fairly the financial position of K mart 
Corporation and its subsidiaries at January 26,1983 and January 27,1982, and 
the results of their operations and the changes in their financial position for each 
of the three fiscal years in the period ended January 26,1983, in conformity with 
generally accepted accounting principles consistently applied. Our examinations 
of these statements were made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting records and 
such other auditing procedures as we considered necessary in the circumstances. 

200 Renaissance (renter 
Detroit, Michigan 
March 9,1983 


( 2 * lt4MJ****r 
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Consolidated Statements of Income 


Fiscal Year Ended 



January 26, 

January 27, 

January 28, 

(Millions) 

1983 

1982 

1981 

Sales 

$16,772.2 

$16,527.0 

$14,204.4 

Licensee fees and rental income 

169.5 

151.6 

138.2 

Equity in income of affiliated retail companies 

44.5 

44.4 

37.4 

Interest income 

54.6 

45.7 

26.7 


17,040.8 

16,768.7 

14,406.7 

Cost of merchandise sold (including buying 




and occupancy costs) 

12,298.6 

12,360.4 

10,417.1 

Advertising 

401.7 

385.7 

339.0 

Selling, general and administrative expenses 

3,602.9 

3,424.0 

2,987.1 

Provision for store closings 

44.5 



Interest expense: 




Debt 

97.7 

114.9 

92.1 

Capital lease obligations 

176.5 

160.8 

135.0 


16,621.9 

16,445.8 

13,970.3 

Income before estimated income taxes 

418.9 

322.9 

436.4 

Estimated income taxes: 




U.S. 

131.7 

73.9 

144.6 

Foreign 

3.1 

4.4 

12.1 

State and local 

19.6 

17.1 

25.9 

Tax effects of timing differences 

7.6 

11.8 

(1.8) 


162.0 

107.2 

180.8 

Income from retail operations 

256.9 

215.7 

255.6 

Equity in income of insurance operations 

4.9 

4.6 

4.9 

Net income for the year 

$ 261.8 

S 220.3 

$ 260.5 

Earnings per common and common equivalent share 

$2.06 

$1.75 

$2.07 


Consolidated Statements of 

Income Retained for Use in the Business 


Fiscal Year Ended 


(Millions) 

January 26, 
1983 

January 27, 
1982 

January 28, 
1981 

Income retained for use in the business at beginning of year 

Net income for the year 

Cash dividends declared—$1.00, $.96 and $.92, respectively 

$ 2,067.4 
261.8 
(124.3) 

$ 1,966.0 
220.3 
(118.9) 

$ 1,818.9 
260.5 
(113.4) 

Income retained for use in the business at end of year 

$ 2,204.9 

$ 2,067.4 

$ 1,966.0 


See Notes to Consolidated Financial Statements. 
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Kmart Corporation 


Consolidated Balance Sheets 


(Millions) 

Assets 

January 26, 

1983 

January 27, 
1982 

Current Assets: 

Cash (includes temporary investments of $449.4 
and $48.2, respectively) 

$ 553.8 

$ 115.2 

Accounts receivable 

115.8 

89.9 

Merchandise inventories 

3,294.9 

3,135.1 

Operating supplies and prepaid expenses 

39.1 

57.6 

Total current assets 

4,003.6 

3,397.8 

Investments in and Advances to: 

Affiliated retail companies 

216.4 

210.8 

Insurance operations 

114.3 

99.6 

Other Assets and Deferred Charges 

72.5 

73.4 

Property: 

Land 

56.6 

45.3 

Buildings 

179.5 

177.1 

Leasehold improvements 

276.4 

258.1 

Furniture and fixtures 

1,589.1 

1,475.9 

Construction in progress 

41.6 

58.7 

Less—Depreciation and amortization 

2,143.2 

858.0 

2,015.1 

760.2 

Total property owned 

1,285.2 

1,254.9 

Leased property under capital leases, less accumulated 
amortization of $701.1 and $629.1, respectively 

1,651.7 

1,620.8 

Total property 

2,936.9 

2,875.7 


$7,343.7 

$6,657.3 


See Notes to Consolidated Financial Statements. 

Certain amounts have been reclassified for comparative purposes. 
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Liabilities and Stockholders’ Equity 

January 26, 
1983 

January 27, 
1982 

Current Liabilities: 

Long-term debt due within one year 

$ 5.1 

S 1.8 

Obligations under capital leases due within one year 

65.7 

62.3 

Notes payable 


168.2 

Accounts payable—trade 

1,513.4 

1,253.0 

Accrued payrolls and other liabilities 

263.0 

211.8 

Taxes other than income taxes 

163.1 

145.3 

Dividends payable 

31.1 

29.7 

Income taxes 

135.0 

52.9 

Total current liabilities 

2,176.4 

1,925.0 


Obligations under Capital Leases 

1,824.4 

1,752.0 

Long-Term Debt 

596.0 

415.1 

Other Long-Term Liabilities 

94.0 

58.2 

Deferred Income Taxes 

51.6 

51.4 


Stockholders’ Equity: 



Common stock 

124.5 

124.0 

Capital in excess of par value 

271.9 

264.2 

Income retained for use in the business 

2,204.9 

2,067.4 

Total stockholders’ equity 

2,601.3 

2,455.6 


$7,343.7 

$6,657.3 
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Kmart Corporation 


Consolidated Statements of Changes in financial Position 


Fiscal Year Ended 



January 26, 

January 27, 

January 28, 

(Millions) 

1983 

1982 

1981 

Cash Provided by (Used for): 




Operations 




Net income for the year 

Non-cash charges (credits) to earnings— 

$261.8 

$220.3 

$260.5 

Depredation and amortization: 




Property owned 

157.4 

140.7 

118.8 

Leased property under capital leases 

93.7 

88.9 

79.0 

Provision for store closings 

44.5 



Deferred income taxes 

Equitv in undistributed income of affiliated retail companies 

7.6 

11.8 

(1.8) 

and insurance operations 

(15.9) 

(16.5) 

(16.2) 

Increase in other long-term liabilities 

21.2 

19.1 

16.6 

Other 

6.4 

5.5 

2.1 

Total from net income 

576.7 

469.8 

459.0 

Cash provided by (used for) current assets 




and current liabilities: 

Increase in inventories 

(159.8) 

(289.2) 

(100.4) 

Increase in accounts payable 

Net change in other current assets and 

260.4 

192.8 

2.6 

other current liabilities 

130.2 

(95.3) 

43.1 

Net cash provided by operations 

807.5 

278.1 

404.3 

Financing 




Increase in long-term debt and notes payable 

197.2 

168.2 

215.5 

Reduction in long-term debt and notes payable 

(181.4) 

(4.0) 

(192.2) 

Obligations incurred under capital leases 

141.8 

197.9 

266.7 

Reduction in capital lease obligations 

(63.0) 

(59.1) 

(61.7) 

Sale of common stock under stock option and purchase plans 

8.2 

11.0 

10.8 

Net cash provided by financing 

102.8 

314.0 

239.1 

Dividends Fend 

(123.0) 

(117.5) 

(110.8) 

Investments 




Property additions: 




Property owned (including $48.7 in 1980 




related to acquired subsidiary) 

(306.4) 

(361.4) 

(350.6) 

Leased property under capital leases 

(85.0) 

(178.2) 

(232.8) 

Proceeds from the sale of property 

Increases in investments in and advances to 

49.7 

38.2 

11.8 

affiliated retail companies and insurance 
operations 

(3.8) 

(68.2) 

(7.0) 

Excess of cost over acquired net assets 



(17.2) 

Other—net 

(3.2) 

(2.8) 

(23.7) 

Net cash used for investments 

(348.7) 

(572.4) 

(619.5) 

Net Increase (Decrease) in Cash and 




Temporary Investments 

$438.6 

$ (97.8) 

$ (86.9) 


See Notes to Consolidated Financial Statements. 

Certain amounts have been reclassified for comparative purposes. 
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Notes to Consolidated Financial Statements 


(A) Summary of Significant Accounting Policies 
Fiscal Year: The company’s fiscal year ends on the last 
Wednesday in January. Fiscal years 1982,1981 and 1980 all 
consisted of 52 weeks and ended on January 26,1983, 
January 27,1982 and January 28,1981, respectively. 

Basis of Consolidation: The company includes all majority- 
owned retail subsidiaries in the consolidated financial 
statements. Investments in affiliated retail companies 
owned 20% or more and the wholly owned insurance 
operations are accounted for by the equity method using 
their December financial statements. All significant 
intercompany transactions and accounts have been 
eliminated in consolidation. 

Foreign Operations: The company translates substantially all 
foreign currency accounts into U.S. dollars at exchange 
rates in effect at the end of each period for current assets 
(excluding inventories) and for substantially all liabilities; at 
historical exchange rates for inventories, owned property, 
leased property and the related depreciation and 
amortization and all other noncurrent assets; and at 
average exchange rates during the period for revenue and 
expenses. Exchange gains or losses are included in net 
income. 

The restatement of January 26,1983 stockholders’ equity 
required by adoption in fiscal 1983 of the Statement of 
Financial Accounting Standards No. 52, “Foreign Currency 
Translation,” is expected to result in a reduction of 
approximately $39.6 million. 

Inventories: Merchandise inventories are valued at the lower 
of cost or market, using the retail method, on the last-in, 
first-out basis for substantially all domestic inventories and 
the first-in, first-out basis for the remainder. 

Property Owned: Land, buildings, leasehold improvements 
and equipment are recorded at cost. Major replacements 
and refurbishings are charged to the property accounts 
while replacements, maintenance and repairs which do not 
improve or extend the life of the respective assets are 
expensed currently. The company capitalizes interest cost 
as part of the cost of constructing capital assets. 

The cost of all properties retired and the accumulated 
depreciation thereon are eliminated from the accounts and 
the resulting gain or loss is taken into income. Prior to 


1982, the cost of ordinary retirements was charged to the 
allowance for depreciation. The effect of this change was 
not material in relation to the consolidated financial 
statements. 

Depredation: The company computes depreciation on 
owned property principally on the straight-line method for 
financial statement purposes and on accelerated methods 
for income tax purposes. Most store properties are leased, 
and improvements are amortized over the term of the lease 
but not more than 25 years. Other annual rates used in 
computing depreciation for financial statement purposes 
are 2% to 5% for buildings, 10% for store fixtures and 5% 
to 33% for other fixtures and equipment. 

Leased Property under Capital Leases: The company accounts 
for capital leases, which transfer substantially all of the 
benefits and risks incident to the ownership of property, as 
an acquisition of an asset and the incurrence of an 
obligation. Under this method of accounting for leases, the 
asset is amortized using the straight-line method and the 
obligation, including interest thereon, is liquidated over the 
life of the lease. All other leases (operating leases) are 
accounted for by recording periodic rental expense over 
the life of the lease. 

Licensee Sales: The company’s policy isto exclude sales of 
licensed departments from total sales. 

Pre-Opening Costs: The company follows the practice of 
treating store operating costs incurred prior to opening a 
new retail unit as current period expenses. 

Income Taxes: Deferred income taxes are provided on 
nonpermanent differences between financial statement 
and taxable income. 

The company accrues appropriate U.S. and foreign taxes 
payable upon all of the earnings of subsidiaries and 
affiliates, except with respect to earnings which are 
intended to be permanently reinvested. Any additional 
taxes or credits related to subsequent distributions of such 
earnings are determined and taken into account at the time 
of distribution. 

Investment Credit: The company uses the “flow through” 
method of accounting for investment credit whereby 
income tax expense is reduced for the period in which 
expenditures create the tax benefit. 
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Kmart Corporation 


(B) Store Closings 

During 1982, the company dosed eight Kmart stores, a 
total of 66 Kresge and Jupiter stores and 361 automotive 
service departments. In 1982, the company also decided to 
close an additional 17 Kmart stores which will be phased 
out in 1983. The dedsion to close these stores was made 
after a thorough review of operations which resulted in a 
determination that they were operating at unacceptable 
levels of profitability. 

As a result of these actions, a pre-tax provision for store 
closings of $44.5 million was included in 1982 results of 
operations ($.19 per share). The provision for store closings 
includes the estimated future net lease obligations, 
unamortized value of non-recoverable investment in fixed 
assets and other expenses direcdy related to discontinuance 
of operations at these locations including estimated 
operating losses through expected closing dates. 

(C) Acquisitions 

On September 4,1981, Kmart Corporation acquired, for 
$50.0 million in cash, 44% of Astra, S.A. (“Astra”), which 
was previously a wholly owned retailing subsidiary of the 
Gentor Group of Monterrey, Mexico. Astra is a holding 
company of certain Mexican companies which primarily 
operate retail food and general merchandise stores in 
Mexico. Excess of cost over acquired net assets of 
approximately $33.0 million is being amortized over a 
40-year period under the straight-line method. The 
investment is accounted for using the equity method and 
accordingly, the company’s equity in Astra’s financial results 
since the acquisition date is included in income. 

Effective in the second quarter of 1980, the company, 
through a wholly owned subsidiary, acquired for $70.0 
million in cash, Furr’s Cafeterias, Inc. (“Furr’s”). Furr’s 
operates a chain of cafeterias in the southwestern portion of 
the United States. The acquisition has been accounted for 
as a purchase, and accordingly the results of the acquired 
company have been included in income from the date of 
acquisition. Excess of cost over acquired net assets of $17.2 
million, which is included in other assets and deferred 
charges, is being amortized over a 40-vear period under 
the straight-line method. 

Results of operations of the above companies prior to the 
dates of acquisition are not material in relation to the 
consolidated financial statements. 


(D) Merchandise Inventories 

A summary of inventories by method of pricing and the 
excess of current cost over stated LIFO value follows: 


(Millions) 

January 26, 
1983 

January 27, 
1982 

Last-in, first-out (cost not in 
excess of market) 

$2,875.8 

$2,646.1 

Lower of cost (first-in, first-out) 
or market 

419.1 

489.0 

Total 

$3,294.9 

$3,135.1 

Excess of current cost over 
stated LIFO value 

$ 481.0 

$ 455.3 


(E) Equity Company Information 
All U.S. Kmart footwear departments are operated under 
license agreements with the Meldisco subsidiaries of the 
Melville Corporation, substantially all of which are 49% 
owned by the company and 51% owned by Melville. Fees 
and income earned under the license agreements in 1982, 
1981 and 1980 of $117.3 million, $102.4 million and $94.2 
million, respectively, are included in licensee fees and 
rental income. The company's equity in the income of 
these operations and dividends received in 1982,1981 and 
1980 were as follows: 


(Millions) 

1982 

1981 

1980 

Equity in income of 

Meldisco operations 

$31.9 

$27.7 

$26.5 

Dividends 

$26.6 

$25.0 

$19.9 


Meldisco subsidiaries’ summarized financial information 
follows: 

Year Ended December 31, 


(Millions) 

1982 

1981 

1980 

Net sales 

$759.3 

$688.6 

$629.2 

Gross profit 

$312.1 

$277.1 

$257.6 

Net income 

$ 66.2 

$ 57.2 

$ 54.2 

(Millions) 

1 

1982 

December 31, 

1981 1980 

Inventory 

Other current assets 

Noncurrent assets 

$ 90.6 
75.6 
3.4 

$ 83.8 
64.5 
3.9 

$ 83.0 

3i6 

Total assets 

Current liabilities 

169.6 

27.1 

152.2 

22.0 

142.1 

19.8 

Net assets 

$142.5 

$130.2 

$122.3 

Equity of K mart Corporation 

$ 68.7 

$ 62.7 

$ 58.4 
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The company has a 20% equity interest in G. J. Coles & 

Coy. Limited (“Coles"), the major food and general- 
merchandise retailer in Australia. Income earned under 
the Kmart license agreement in 1982,1981 and 1980 of 
$2.5 million, $2.3 million and $1.7 million, respectively, is 
included in licensee fees and rental income. The company’s 
equity in the income of Coles’ operations, dividends and 
year-end investment in Coles is as follows: 


(Millions U.S. $) 

1982 

1981 

1980 

Equity in income 

$ 21.6 

$19.3 

SI 1.0 

Dividends 

$ 7.0 

$ 7.5 

S 6.2 

Equity of Kmart Corporation 

$109.2 

$94.6 

S79.6 


As of January 26,1983, the market value of Coles’ common 
stock owned by the company in U.S. dollars was approx¬ 
imately $103.4 million. 


Summarized Financial information adjusted for conformity 
with U.S. generally accepted accounting principles for 
Coles’ most recent fiscal years follows: 


(Millions U.S. $) 

Fiscal Year Ended J uly, 
1982 1981 1980 

Net sales 

$4,423.6 $3,759.7 $2,980.9 

Net income 

$ 70.2 $ 70.2 

$ 53.9 



July, 

(Millions U.S. S) 

1982 

1981 

Current assets 

$ 449.5 

$ 460.4 

Noncurrent assets 

974.8 

802.4 

Total assets 

$1,424.3 

SI,262.8 

Current liabilities 

$ 535.9 

S 479.3 

Noncurrent liabilities 

313.4 

295.8 

Equity 

575.0 

487.7 

Total liabilities and equity 

$1,424.3 

$1,262.8 

Translation rate as of July 

1.0050 

1.1403 


Kmart Insurance Services, Inc. summarized financial 
information with respect to insurance operations follows: 

Year Ended December 31, 


(Millions) 

1982 

1981 

1980 

Premium and other income 

$ 95.7 

S 71.2 

S 66.8 

Costs and expenses 

90.8 

66.6 

61.9 

Net income 

$ 4.9 

S 4.6 

S 4.9 



December 31, 


(Millions) 

1982 

1981 

1980 

Cash and receivables 

$ 9.2 

S 11.7 

S 12.8 

Investments 

160.0 

141.7 

123.6 

Policy acquisition costs and 




other assets 

80.1 

65.4 

58.4 

Total assets 

249.3 

218.8 

194.8 

Policy and claim reserves 

119.0 

103.7 

92.7 

Other liabilities 

16.0 

15.5 

14.0 

Equity of Kmart Corporation 

$114.3 

S 99.6 

S 88.1 


Unremitted earnings of unconsolidated subsidiaries 
included in consolidated retained earnings were 
$96.1 million at January 26,1983. 

(F) Compensating Balances and Current Notes Payable 
At January 26,1983, the company had bank lines of 
credit aggregating $685.3 million with interest rates 
approximating the “prime” lending rate. In support of 
certain lines of credit, it is expected that compensating 
balances will be maintained on deposit with the banks, 
which will average 10% of the line to the extent that it is not 
in use and an additional 10% on the portion in use, whereas 
other lines require fees in lieu of compensating balances. 
The company is free to withdraw the entire balance in its 
accounts at any time. 

At January 27,1982, notes payable included $167.5 million 
of the company's commercial paper (weighted average 
interest rate 13.7%) and $.7 million of notes payable to 
banks (weighted average interest rate 16.5%). 
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(G) Estimated Income Taxes 

The effective income tax rate is reconciled to the Federal 
statutory rate as follows: 


Fiscal Year Ended 

January 26, January 27, January 28, 
(Miliums U.S. $) _1983 1982 1981 


Income before estimated 
income taxes: 

U.S. 

Foreign 

$397.8 

21.1 

$296.1 

26.8 

$403.4 

33.0 

Total 

$418.9 

$322.9 

$436.4 

Tax thereon, computed at 
statutory rate of 46% 

$192.7 

$148.5 

$200.7 

Increases (reductions) m 
taxes resulting from: 

State and local income 
taxes, net of federal 
income tax benefit 

11.1 

9.2 

13.9 

Tax credits 

(19.6) 

(28.4) 

(21.2) 

Equity in income of 
affiliated retail 
companies subject to 
lower tax rates 

(21.8) 

(18.6) 

(14.7) 

Other 

(.4) 

(3.5) 

2.1 

Estimated income taxes 

$162.0 

$107.2 

$180.8 

Effective rate 

38.7% 

33.2% 

41.4% 

Tax effects of timing 
differences: 

Accelerated depreciation 

$ 24.8 

$ 32.4 

$ 17.8 

Capitalized leases 

(14.9) 

(14.5) 

(12.5) 

Provision for store closings 
Other 

(18.7) 

16.4 

(6.1) 

(7.1) 

Total 

$ 7.6 

$ 11.8 

$ (1.8) 


The amounts shown on the balance sheets for deferred 
income taxes result principally from the difference between 
Financial statement and income tax depreciation, reduced 
by the effect of accounting for certain leases as capital leases 
of $112.2 million at January 26,1983. The net amount of 
current deferred taxes at January 26.1983 and January 27, 
1982 was $3.6 million and $11.0 million, respectively, which 
relates principally to the current portion of accrued 
employee benefits and uninsured claims and is included in 
operating supplies and prepaid expenses. 

Undistributed earnings of subsidiaries, which are intended 
to be permanently reinvested, totaled $171.5 million at 
January 26,1983. 


(H) Long-Term Debt 


January 26, January 27, 

(Millions) _1983 1982 


9"/s% notes due 1985 (net of 



unamortized discount of $.7 million 



and $1.0 million, respectively) 

6% convertible subordinated 

$199.3 

$199.0 

debentures due 1999 

199.9 

199.9 

4"/s% notes—final payment due 
December 16,1983 

Commercial paper and notes pavable 

2.3 

3.5 

to banks 

179.3 


Other 

20.3 

14.5 


601.1 

416.9 

Portion due within one year 

5.1 

1.8 

Total 

$596.0 

$415.1 


The 9%% notes due July 15,1985 are unsecured 
obligations of the company and may be redeemed, 
beginning in 1983, at a redemption price equal to 100% of 
the principal amount plus accrued interest. 

The debentures due 1999 are convertible into common 
stock at $35.50 per share. The indenture relating to 
the debentures provides that the company shall pay 
$11.0 million into a sinking fund on July 15 each year from 
1985 to 1998, inclusive. The debentures are subject to 
redemption through the sinking fund at 100% of the 
principal amount, or at any time at the option of the 
company at prices declining from 106% to 100% of the 
principal amount after July 15,1994. At January 26,1983, 
a total of 5,631,497 shares of authorized common stock are 
reserved for conversion. 

During 1982, the company entered into revolving credit 
agreements with various banks in the aggregate amount of 
$180.0 million. The agreements, which are for terms of 
either three years ($35.0 million) or five years ($145.0 
million), provide for borrowings at an interest rate based 
on the prime rate, “CD-based rate,” or “LIBOR-based rate” 
at the company’s election. As of January 26,1983, the 
company had no outstanding borrowings under these 
agreements. At January 26,1983, these agreements sup¬ 
port $179.3 million of commercial paper and notes payable 
to banks that have been classified as long-term debt based 
on the company’s intention to maintain at least that 
amount of similar debt outstanding during the next year. 
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Certain of the long-term debt agreements contain 
covenants regarding the maintenance of net worth, 
working capital, coverage ratios and payment of cash 
dividends. Retained earnings at January 26,1983 exceed 
the terms of the most restrictive of these agreements by 
$542.9 million. 

Principal payments on long-term debt (excluding $179.3 
million in commercial paper and notes payable to banks 
classified as long-term debt) for the five years subsequent to 
1982, in millions, are: 1983-$5.1; 1984-S3.9; 1985-S212.8; 
1986-$15.4; 1987—SI 1.8. 

(I) Leases 

Description ojLeasing Arrangements: The company conducts 
operations primarily in leased facilides. Store leases are 
generally for terms of 25 years with multiple five-year 
renewal options which allow the company the opdon to 
extend the life of the lease up to 50 years beyond the initial 
noncancellable term. Certain leases provide for additional 
rental payments based on sales volume in excess of a 
specified base. Also, certain leases provide for the payment 
by the lessee of executory costs (taxes, maintenance and 
insurance), and selling space has been sublet to other 
retailers in certain of the company’s leased facilities. 

Lease Commitments: Future minimum lease payments with 
respect to capital and operating leases are: 


Minimum 
Lease Payments 

( Millions) Capital Operating 


Fiscal Year: 



1983 

$ 329.6 

$ 188.1 

1984 

326.4 

183.9 

1985 

322.5 

180.0 

1986 

316.6 

176.7 

1987 

310.3 

172.4 

Later years 

4,254.5 

2,233.5 

Total minimum lease payments 

5,859.9 

3,134.6 

Less-minimum sublease rental income 


(151.3) 

Net minimum lease payments 

5,859.9 

$2,983.3 

Less: 



Amount representing estimated 



executory costs 

(1,589.6) 


Amount representing interest 

(2,380.2) 



Present value of minimum lease 
payments, of which $65.7 million 
is due within one year_ $1,890.1 


The company has guaranteed indebtedness related to 
certain leased properties financed by industrial revenue 
bonds. As of January 26,1983, the total amount of such 
guaranteed indebtedness is $248.1 million, of which $102.1 
million is included in capital lease obligations. 

Rental Expense: A summary of operating lease rental 
expense and short-term rentals follows: 


Fiscal Year Ended 

January 26, January 27, January 28, 
(Millions) _1983 1982 1981 


Minimum rentals 

Rentals based on 

$202.2 

$183.3 

S 155.9 

sales volume 

32.2 

33.3 

27.9 

Less-sublease rentals 

(33.5) 

(32.6) 

(28.9) 

Total 

$200.9 

$184.0 

$154.9 


Reconciliation of Capital Lease Information: Capital lease 
amortization and interest charged to operations are 
reconciled to minimum capital lease payments as follows: 


Fiscal Year Ended 

January 26, January 27, January 28, 
(Millions) 1983 1982 1981 


Amortization of leased 
property under capital 
leases 

Interest expense related to 
obligations under capital 
leases 

$ 93.7 

176.5 

$ 88.9 

160.8 

S 79.0 

135.0 

Amounts charged to 
earnings 

270.2 

249.7 

214.0 

Related minimum lease 
payments (excluding 
executory- costs in 1982, 
1981 and 1980 of $73.6, 
$67.3 and $61.3, 
respectively) 

(239.4) 

(219.9) 

(188.1) 

Excess of amounts charged 
over related minimum 
lease payments 

$ 30.8 

$ 29.8 

$ 25.9 


The inclusion of capital leases of foreign operations 
increased currency fluctuation gains by $3.0 million in 
1982, reduced currency fluctuation gains by $.1 million in 
1981 and reduced currency fluctuation losses by 
$2.9 million in 1980. [See Note (J).] 
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(J) Segment and Geographic Information 
The dominant portion of the company’s operations is in a 
single industry, retailing general merchandise through the 
operation of a chain of discount department stores. 

The company has both domestic and foreign operations, 
which are summarized as follows: 


Operating results of certain foreign operations, which are 
not significant, are included in U.S. amounts. 

The company’s equity in income in G. J. Coles & Coy. 
Limited (“Coles”) of Australia and license fees from Coles 
are included under the caption “Licensee fees and other 
income.” [See Note (E).] 


(Millions U.S. S) 

1982 

1981 1980 

Sales: 

U.S. 

Canada 

$16,007.1 

765.1 

SI 5.752.3 SI 3,467.7 
774.7 736.7 

Total 

$16,772.2 

SI 6,527.0 S 14,204.4 

Licensee fees and 
other income: 

U.S. 

Canada 

Australia 

$ 240.9 

3.7 
24.0 

S 216.9 S 186.0 
3.2 3.6 

21.6 12.7 

Total 

$ 268.6 

S 241.7 $ 202.3 


Income from retail 
operations: 


U.S. 

$ 229.2 

S 

191.0 

S 

232.0 

Canada 

4.5 


4.6 


12.1 

Australia 

23.2 


20.1 


11.5 


256.9 


215.7 


255.6 

Equity in income of 






insurance operations 

4.9 


4.6 


4.9 

Net income for the year 

$ 261.8 

s 

220.3 

S_ 

260.5 

Identifiable assets: 






U.S. 

$ 6,642.0 

s 

5,982.9 

S 

5,484.8 

Canada 

371.1 


364.1 


377.8 


7,013.1 


6,347.0 


5.862.6 

Investments in and advances to: 





Affiliated retail companies— 






U.S. 

68.7 


62.7 


58.4 

Australia 

109.2 


94.6 


79.6 

Mexico 

38.4 


53.4 



Insurance operations 

114.3 


99.6 


88.1 

Total assets 

$ 7,343.7 

S 6,657.3 

S 6,088.7 


Currency fluctuations, which are included in income from 
retail operations, reflect the effect of exchange rate changes 
recognized when financial statements of foreign operations 
are translated into U.S. dollars. Currency fluctuations, 
including net amounts reported in Australian and Mexican 
equity income, consisted of a gain of $3.7 million in 1982, a 
gain of $1.2 million in 1981 and a loss of $3.1 million in 1980. 

Identifiable assets are those assets of the company that are 
identified with operations in a specific geographic area. 
Corporate assets (assets which are used by two or more 
geographic operations) and transfers between geographic 
areas are insignificant. 

(K) Stockholders’ Equity 

Changes in stockholders’ equity other than income 
retained for use in the business for the three fiscal years 
ended January 26,1983, were as follows: 


Common Stock 

(Authorized 250,000,000 Shares 
$1.00 Par Value) 


(S in Millions) 

Shares 

Outstanding 

Amount 

Capital in 
Excess of 
Par Value 

Balance January 30, 
1980 

122,836.509 

$122.8 

$243.5 

Common stock sold 
under stock option 
and purchase plans 
and conversion 
of debentures 

542,092 

.6 

10.3 

Balance January 28. 
1981 

123,378,601 

123.4 

253.8 

Common stock sold 
under stock option 
and purchase plans 
and conversion 
of debentures 

597,785 


10.4 

Balance January 27, 
1982 

123,976,386 

124.0 

264.2 

Common stock sold 
understock option 
and purchase plans 
and conversion 
of debentures 

517,960 

.5 


Balance January 26, 
1983 

124,494,346 

$124.5 

$271.9 
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Ten million shares of no par value preferred stock with 
voting and cumulative dividend rights are authorized but 
unissued. Currently, there are no plans for its issuance. 

At January 26,1983, there were 16,116,882 shares of 
common stock reserved for possible issuance under the 
company’s Stock Option Plans, Performance Award Stock 
Plan and for conversion of the 6% convertible subordinated 
debentures. 

(L) Earnings Per Common and Common Equivalent Share 
Earnings per common and common equivalent share were 
computed by dividing net income by the weighted average 
number of shares of common stock and dilutive common 
stock equivalents outstanding during each year. In making 
the computation for 1982,1981 and 1980, common shares 
at the beginning of the year were increased by the number 
of shares issuable on conversion of the 6% convertible 
debentures (issued in 1974) and net income was adjusted 
for interest expense net of the related tax effect. The 
number of common shares was increased by the number of 
shares issuable under the Stock Option Plans and Stock 
Purchase Incentive Plan, less the number of shares which 
were assumed to have been purchased at average market 
prices with the proceeds of sales under the plans. 


(M) Pension Plans 

The company and its subsidiaries have noncontributory 
pension plans covering most employees. Total pension 
expense was $42.7 million for 1982, $40.8 million for 1981 
and $37.9 million for 1980. The company’s policy is to 
fund pension costs accrued and to amortize prior service 
costs principally over 30 years. 

A comparison of accumulated benefits and net assets for 
the company’s pension plan as of the most recent valuation 
dates is as follows: 


January 27, January 28, 

(Millions) 1982 1981 


Actuarial present value of 



accumulated plan benefits: 



Vested 

$222.8 

$207.5 

Nonvested 

77.0 

61.4 

Total 

$299.8 

S268.9 

Net assets available for benefits 

$353.7 

$331.3 


The assumed rate of return used in determining the 
actuarial value of accumulated plan benefits was 7.0% for 
both years. 

(N) Stock Purchase Incentive, Employees’ Savings, Stock 
Option and Performance Award Plans 
Information on these plans is summarized below: 

Stock Purchase Incentive Plan 

Number of Shares 



1982 

1981 

Shares available for purchase 
at beginning of >ear 

1,732,954 

2,330,317 

Shares purchased during the year 
through payroll deductions at 
$15.62 per share in 1982 and 
$18.23 per share in 1981 

(514,382) 

(597,363) 

Shares authorized but not 
purchased 

1,218,572 

1,732,954 


Under the Stock Purchase Incentive Plan, which terminated 
June 30,1982, employees of the company or of certain 
subsidiaries who had completed one year of service were 
eligible to purchase up to 4,500,000 shares of common 
stock through June 1982, at the lower of 85% of market 
value on the first or last day of each plan year. 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



Kmart Corporation 


Employees’ Savings Plan 

A new Employees’ Savings Plan commenced on July 1, 
1982. Under the terms of the plan, employees who have 
completed two “years of service” can invest from 2% to 10% 
of their earnings in the employees’ choice of a diversified 
common stock fund, an insured guaranteed investment 
fund or Kmart common stock. For each dollar employees 
invest up to 6% of Jieir earnings, Kmart contributes an 
additional 50 cents, which is invested in Kmart common 
stock. The company’s 1982 expense related to this plan was 
$13.2 million. 


Stock Option Plans 

Number of Shares 
1982 1981 


Available for grant at beginning 
of year 

418,805 

520,105 

Under option at beginning of year 
($19.31 to $37.63 per share) 

2,569,680 

2,468,380 

Additional shares made available 
for grant 

6,000,000 


Options: 

Granted ($19.56 per share) 

411,600 

158,000 

Exercised ($19.31 per share) 

3,100 


Cancelled ($19.31 to $37.63 
per share) 

123,780 

56,700 

Under option at end of vear 
($19.31 to $37.63 per share) 

2,854,400 

2,569,680 

Options exercisable at end of year 
($19.31 to $37.63 per share) 

2,447,000 

6,130,985 

1,996,020 

Available for grant at end of year 

418,805 


Under the company’s 1973 Stock Option Plan (the “1973 
Plan”), which was approved by stockholders in June 1973 
and amended in 1978,1980,1981 and 1982, options to 
acquire up to 4,000,000 shares of common stock may be 
granted to officers and key employees at no less than 100% 
of the fair market value on the date of grant. 

Options under the 1973 Plan may have a maximum term of 
ten years and are exercisable two years after the date of 
grant, except that the two-year limitation does not apply if 
employment terminates due to total and permanent 
disability or death. Payment upon exercise of an option 
may be made in cash, already-owned shares or a 
combination of both. Such shares will be valued at their fair 
market value as of the date of exercise. 

The 1973 Plan provides for stock appreciation rights 
(“SARs”) in tandem with non-qualified stock options for 
officers and eligible directors who are limited under the 
Securities Exchange Act of 1934 in dealing with shares of 
the company’s stock. The 1973 Plan provides that such an 
optionee may request that the Compensation and 
Incentives Committee permit the optionee to surrender all 


or part of an exercisable option in return for stock, cash or 
a combination of both equal to any appreciation in the 
value of the surrendered shares over the option price. 
Compensauon expense is recorded to the extent that the 
market price of the option exceeds the grant price. 
Compensauon expense was $.8 million in 1982 and none in 
1981 and 1980. 

In May 1982, stockholders approved a new 1981 Incentive 
Stock Oprion Plan (the “1981 Plan”). Under the terms of 
the 1981 Plan, opdons to acquire up to 5,000,000 shares of 
common stock may be granted to officers and other key 
employees of the company at no less than 100% of the fair 
market value on the date of grant. 

Options under the 1981 Plan are intended to be incentive 
stock options (“ISOs”) pursuant to Section 422A of the 
Internal Revenue Code. Such options may have a 
maximum term of ten years and are exercisable two years 
after the date of grant, except that an ISO may not be 
exercised by an opdonee who has a prior ISO outstanding. 
Payment upon exercise of an option may be made in cash, 
already-owned shares or a combination of both. Such 
shares will be valued at their fair market value as of the 
date of exercise. SARs do not applv to ISOs under the 
1981 Plan. 

Performance Award Stock Plan 

During 1978, K mart stockholders approved the Performanc 
Award Stock Plan. Under this plan, 1,500,000 shares were 
reserved to be awarded to officers and key employees. The 
Compensation and Incentives Committee will establish the 
performance standards and determine the formula to 
evaluate the awards. As of January 26,1983, no awards have 
been granted. 

(O) Contingent Obligations 

On January 29,1982, Astra, S.A. (“Astra”), the company’s 
Mexican retail affiliate, made a public offering of long-term 
debt in the principal amount of $100.0 million to finance 
the acquisition of land and the construction and fixturing 
of new Astra discount department and food stores in 
Mexico. The 16Yi% notes due 1992 are unconditionally- 
guaranteed by K mart Corporation. The company has 
additionally guaranteed a bank loan of $12.0 million due 
November 1983. 

The company and G. j. Coles & Coy. Limited (“Coles”) have 
guaranteed indebtedness related to certain properties in 
Australia on a joint and several basis. Coles subsequently- 
indemnified the company against any liability which may¬ 
be incurred pursuant to its guarantees. As of January 26, 
1983. the amount guaranteed was $51.5 million. [See Note 
(E) for further information on Coles.] 
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: (P) Quarterly financial Information (Unaudited) 

Each of the quarters includes 13 weeks. 

Consolidated Statements of Income (Unaudited) 


(Millions) 


Quarter 



1982 

First 

Second 

Third 

Fourth 

Sales 

$3,600.7 

$4,152.6 

$3,882.5 

$5,136.4 

’ Licensee fees and other income 

37.9 

53.6 

49.0 

73.5 

Gross revenue 

3,638.6 

4,206.2 

3,931.5 

5,209.9 

Cost of merchandise sold 

2.625.2 

3,045.8 

2.828.8 

3,798.9 

Selling, general and administrative expenses* 

942.7 

1,002.3 

1,001.4 

1.102.7 

Interest—net 





■ Debt 

18.5 

10.8 

10.6 

3.1 

Capital leases 

43.1 

43.8 

44.3 

45.3 

Income before estimated income taxes 

9.1 

103.5 

46.4 

259.9 

Estimated income taxes 

4.3 

43.8 

17.4 

96.4 

Income from retail operations 

4.8 

59.7 

29.0 

163.5 

Equity in income of insurance operations 

1.1 

1.0 

1.1 

1.7 

Net income 

$ 5.9 

$ 60.7 

$ 30.1 

$ 165.2 

i Earnings per common and common equivalent share 

$ .06 

$ .48 

$ .24 

$ 1.28 

^Includes a $44.5 million charge for store closings, of which $40.3 million is included in the fourth quarter. 





Quarter 



■ 1981 

first 

Second 

Third 

Fourth 

■ Sales 

$3,332.1 

$4,027.5 

$4,016.2 

$5,151.2 

Licensee fees and other income 

37.3 

46.4 

40.8 

71.5 

Gross revenue 

3,369.4 

4,073.9 

4,057.0 

5,222.7 

Cost of merchandise sold 

2,403.8 

2,978.0 

3,010.1 

3,968.4 

' Selling, general and administrative expenses 
. Interest—net 

861.9 

956.2 

958.3 

1,033.3 

Debt 

9.2 

9.1 

27.1 

24.0 

Capital leases 

37.7 

39.1 

40.6 

43.3 

Income before estimated income taxes 

56.8 

91.5 

20.9 

153.7 

Estimated income taxes 

23.5 

36.3 

7.8 

39.6 

■ Income from retail operations 

33.3 

55.2 

13.1 

114.1 

Equity in income of insurance operations 

1.3 

1.6 

.9 

.8 

Net income 

$ 34.6 

$ 56.8 

$ 14.0 

$ 114.9 

' Earnings per common and common equivalent share 

$ .28 

$ .45 

$ .12 

$ .90 


Cost of merchandise sold was calculated during each interim period utilizing 
estimated gross profit rates, including an estimate of inflation in the prices of 
merchandise purchased during the year. If the results of the physical 

■ inventory and the annual rate of inflation determined by using the Bureau of 

■ Labor Statistics Department Store Index had been known on a quarterly basis, 
income before estimated income taxes would have been increased (decreased) 

' as shown: 


(Millions) 


Quarter 

1982 

1981 

First 

$26.5 

$(12.6) 

Second 

24.7 

(20.1) 

Third 

9.5 

2.7 

Fourth 

(60.7) 

30.0 
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Kmart Corporatie 


Directors 


A. H. Aymond 
Retired Chairman of the Board of 
Consumers Power Company 

Arnold H. Bachner 
Chairman of the Board and 
Chief Executive Officer of 
Kmart Apparel Carp. 

William H. Baldwin 
Chairman and Trustee of 
The Kresge Foundation 

Robert E. Brewer 
Executive Vice President 
Mary S. Coleman 
Attorney, Farmer Chief Justice, 
Michigan Supreme Court 
(Elected 1118183) 

Dale R. Corson 
President Emeritus of 
Cornell University 

Robert E. Dewar 
Chairman of the Executive 
and Finance Committees 

Richard H. Falck 

Executive Vice President 


Committees of the Board 
AUDIT 

David B. Harper. Chairman 
Dale R. Corson 
J. Edward Lundy 

COMPENSATION AND 
INCENTIVES 

J. Edward Lundy, Chairman 
A. H. Aymond 
Carl A. Gerstacker 
Robert W. Purcell 

EXECUTIVE 

Robert E. Dewar, Chairman 
A. H. Aymond 
Wiliam H. Baldwin 
Bernard M. Fauber 
Carl A. Gerstacker 
Samuel G. Leftwich 


Bernard M. Fauber 
Chairman of the Board 
Carl A. Gerstacker 
Retired Chairman of the Board 
of The Dow Chemical Company 

David B. Harper 
President of County Ford, Inc. 
Samuel G. Leftwich 
President 

J. Edward Lundy 

Retired Executive Vice President 
of Ford Motor Company 

Paul W. McCracken 
Edmund Ezra Day Distinguished 
University Professor of 
Business Administration, 
Graduate School of Business 
Administration, 

University of Michigan 

Grant W. Morck 
Executive Vice President 
Robert W. Purcell 
Retired Business Consultant to 
Rockefeller Family id Associates 


Changes in the Board 
of Directors 

Harry B. Cunningham, 
honorary chairman of the board, retired 
from, the board in November 1982. He 
served more than 25 years as a director of 
the company. 

Martha W. Griffiths, 
a director since 1976, resigned from the 
board in December 1982 and began her 
term as newly elected lieutenant governor of 
the state of Michigan. 

Russell A. Hansen 
retired as executive vice president and 
director at the end of fiscal 1982, completing 
a 35-year career with the company. 

Mary S. Coleman 

was newly elected a director in January 
1983, having retired in December as chief 
justice of the Michigan Supreme Court. 


FINANCE 

Robert E. Dewar, Chairman 
A. H. Aymond 
William H. Baldwin 
Robert E. Brewer 
Bernard M. Fauber 
Carl A. Gerstacker 
Samuel G. Leftwich 
J. Edward Lundy 
Paul W. McCracken 
Robert W. Purcell 

NOMINATING 

Carl A. Gerstacker, Chairman 
William H. Baldwin 
Paul VV. McCracken 
Robert VV. Purcell 

PUBLIC ISSUES 

Dale R. Corson, Chairman 
Robert E. Dewar 
David B. Harper 

Samuel G. Leftwich ^ ySA 

Paul W. McCracken © 1983 K mart Corporation 
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Corporate Data 


Officers 


■ Bernard M. Fauber 
' Chairman of the Board 

■ and Chief Executive Officer 

Samuel G. Leftwich 
President and 

■ Chief Operating Officer 

Robert E. Dewar 
Chairman of the Executive 
' and Finance Committees 

Robert E. Brewer 

Executive Vice President 
Finance 

Richard H. Falck 

Executive Vice President 
Merchandise Systems and 
Distribution 

Russell A. Hansen 

Executive Vice President 
Subsidiaries 
. (Retired 211183) 

Norman G. Milley 
Executive Vice President 
Merchandising and Subsidiaries 

Grant W. Morck 
Executive Vice President 
Store Management 


Ronald R. Dejaeghere 

Vice President 
Marketing 

Gerald R. Fletcher 

Vice President 

Corporate Information Systems 

John P. Johnson 
Vice President 
Real Estate 

Helen C. Lefler 

Vice President 
and Treasurer 

Larry' M. Parkin 

Vice President 
Western Region 

Arthur E. Riley 
Vice President 
Eastern Region 

Harold O. Scarlett 

Vice President 
Construction 

Michael L. Skiles 

Vice President 
Corporate Facilities 

A. Robert Stevenson 

Vice President 

Government and Public Relations 


Executive Offices 

Kmart Corporation 
3100 West Big Beaver Road 
Troy, Michigan 48084 
Telephone (313) 643-1000 

Subsidiaries 

Furr’s Cafeterias, Inc. 

Lubbock, Texas 

Kmart Canada Limited 
Brampton, Ontario, Canada 

Kmart Apparel Corp. 

North Bergen, New Jersey 

Kmart Insurance Services, Inc. 

Dallas, Texas 

Annual Meeting 

The Annual Meeung will be held 
Wednesday, May 25,1983, at 9:00 a.m. 
Detroit dme, at Kmart Intemadonal 
Headquarters, 

3100 West Big Beaver Road 
Troy, Michigan 

Transfer Agents 
and Registrars 

Nadonal Bank of Detroit 
Detroit, Michigan 


Frederick M. Stevens 
Senior Vice President 
Sales and General Merchandise 
Manager 


Bernard E. Thomas 

Vice President 
Midwestern Region 


First Interstate Bank of California 
Los Angeles, California 

Form 10-K 


Harold E. Wilcox 
Senior Vice President 
Personnel and Management 
Development 

Edward C. Andrews 
Vice President 
Southern Region 

Roger E. Davis 
Vice President 

General Counsel and Secretary 


Joseph R. Thomas 
Vice President 

Distribution, Transportation and 
Merchandise Systems 

David P. Walling 

Vice President 

Corporate Accounting and 

Reporting 

Richard O. Williams 

Vice President 
Central Region 


A copy of the company’s Form 10-K 
annual report for 1982 to the 
Securiues and Exchange Commission 
will be furnished without charge 
to any shareholder upon written 
request to: 

Kmart Corporation 
Financial Reporting Department 
3100 West Big Beaver Road 
Troy, Michigan 48084 
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